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| Your Good RIGHT HAND in 
. NEW YORK STATE 


For out-of-state banks and trust institutions, the next best 
thing to a branch of their own in New York State is the 
ancillary service of the Brooklyn Trust Company. With 
eighty years of fiduciary experience and with complete 
to provide prompt, efficient co-operation on estate and 
trust matters requiring special attention in this state. 


BROOKLYN TRUST COMPANY 


MAIN OFFICE: 177 Montague Street, Brooklyn 
NEW YORK OFFICE: 26 Broad Street, New York 


24 Offices in Greater New York 
Member Federal Deposit Inswrance Corporation 
Member New York Clearing Homse Association 


New York Escrows 


If you have any documents pertaining to New York real estate 
to be placed in escrow. pending completion of any agreement in 
New York City, we are equipped to act as escrow agent with 
efficiency and at moderate cost. 

For over sixty years, we have been closing real estate contracts 
for our clients and have acquired the necessary experience 
to solve the various difficulties that ofttimes arise in connection 
with real estate. 


Title Guarantee and Trust Company 


176 Broapwar gers 175 Remsen Sraeer 





WE FILL THE EMPTY CHAIR 


a experts to advise the widow: attorney, investment counsel, 
real estate expert — why not a specialist on coins? Coins fre- 
quently have extraordinary value. 


WE fill that chair. As qualified experts, we offer a complete 
Numismiatic Service to banks and their customers, estates, insurance 
companies, tax authorities, etc. As principles we purchase coins from 
estates. As brokers we sell coins at public auction on our premises. 
Our field representative will call to examine your coin collection. 
Inquiries invited. 


cs RRR RN RR 
NUMISMATIC GALLERY 


42 EAST 50TH STREET * NEW YORK 22, N. Y. 


Home of America’s Finest Coin Sales 





Editor's Easy Chair 


In which we present pertinent 
observations and information in 
letters received from our readers. 


Repeal of Estate Tax 


I read the article “Repeal Federal Estate 
Tax” in your February issue, and while I am 
in agreement with Mr. Osgood’s conclusion 
that the present Federal Estate tax is im- 
posed at too high rates and that perhaps at 
least the additional Federal Estate tax should 
be repealed at this time, I flatly disagree with 
his proposal that the Estate tax field be 
abandoned by the Federal Government. Such 
an abandonment will have certainly but one 
result, namely, complete disorganization of 
the tax in this field by the states. Once the 
policing effect of the 80% credit of the 
Federal Estate tax is destroyed, competition 
among the states must inevitably ensue and 
the state taxes must reach the lowest level 
among the states in the ensuing competition. 
It was only a few years ago that this situation 
was acute in the case of Florida which passed 
a constitutional prohibition against Estate 
taxes — a provision subsequently repealed as 
a result of the 80% credit for Federal Estate 
taxes. 

In my opinion, which is shared by many 
thoughtful men active in this field of state 
Estate taxes, the proposal to abandon the 
Federal Estate tax is merely a cloak for the 
destruction of the state Estate taxes. I think 
the proposal is destructive of the very aims 
which I assume actuate those who make the 
proposal. I think it is a soundly established 
principle that Estate taxation tends to pre- 
serve and protect estates so long as the levy 
is reasonable as to rates and application. The 
proposal to abandon the Federal Estate tax is 
in my opinion very short sighted. 

I fear still another disagreeable result if 
the Federal Estate tax as such be repealed 
and that is agitation for the adoption of what 
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has been called an “accessions tax” which, in 
its operation, as I understand it, would prove 
much more onerous on beneficiaries than the 
present high Federal tax rates. 


JOSEPH F. McCLOY, Esq. 
New York 


Certifying Reports to Labor 


I agree with much of the article by Mr. 
Broad on “Employee Financial Statements” 
in your January, 1947 issue, and specifically 
with his answers to your three questions. How- 
ever, I should like to offer some observations: 


Reports of corporations to their stockhold- 
ers are not designed for the purposes for 
which persons other than stockholders fre- 
quently attempt to use them. In most cases 
management thinks that its shareholders will 
be as well informed and less confused by the 
receipt of consolidated statements only. 


Some of the companies whose accounts are 
included in such consolidated statements may 
have a larger investment in plant and rela- 
tively few employees; as to others the condi- 
tion may be reversed. Some may have rela- 
tively high earnings while others operate at a 
loss. Corporate reports to stockholders are his- 
torical accountings of going concerns. They 
are not intended to, and cannot, furnish the 
information which would answer all questions 
which may be asked by statisticians, invest- 
ment analysts, leaders of labor groups or oth- 
ers desiring information for specific purposes. 


Unfortunately, unqualified individuals have, 
in some instances, thought they found answers 
to their questions in -reports to stockholders 
when the fact they could not do so should have 
been apparent. Management, itself, finds it 
necessary to obtain numerous reports and 
compilations in order to have knowledge re- 
quired to plan and direct the enterprise. 


If labor has a right to information of a 
particular character relating to the financial 
affairs of a corporation, that information can 
be compiled as other data now is, and it may 
or may-not call for the certification of an in- 
dependent accountant. 


I come to the conclusion that much of the 
data suitable for consideration by labor should 
be submitted separately for each production 
unit, whether that unit be a plant, a division 
or a corporation. The corollary to this conclu- 
sion is that no common answer to manage- 
ment-labor problems can be found which would 
apply with equal fairness to an entire indus- 
try or to a large corporation or group of cor- 
porations. The variations occasioned by differ- 
ences in size, location or other factors make 
this impossible. 


WILLIAM D. CRANSTOUN, C.P.A.., 
New York Hurdman and Cranstoun 





“Broad” Viewpoint 


It was good to read that a prominent ac- 
countant (S. J. Broad, in January) affirms 
that companies should and have a right to 
publish their reports in such form that em- 
ployees can understand them, and from that 
understanding realize what a large share they 
are getting of what is produced. 


Some years ago I experienced a stone wall 
of opposition on the part of accountants when 
I had finally convinced an employer that he 
should publish his reports in this common 
sense way. The accountant’s argument was, 
“Papa didn’t put out statements that way and 
neither did Grandpa.” Nothing I could say 
of the vital necessity of getting real facts to 
the employees was of any avail. 

GEORGE PECK 
“The American Way” 
Newspaper Column 


Author: 
New York 


Constructive Ghost 


On pages 6 and 7 of the January issue of 
The Controller there is some comment on an 
editorial which was published in the December 
number of The Journal of Capital, concerning 
“the ghost that is haunting every profit and 
loss statement, every balance sheet.” Your 
thoughts were so constructive that I welcomed 
the opportunity to pass them on to the mem- 
bers of this Institute and other readers. 


ARTHUR R. TUCKER 
Managing Editor, 
Controllers Institute of America 
New York 


Public Understanding 


I do not know anything better trust officers 
can do than to develop better public under- 
standing of our system of capital and profits 
in our respective communities. We here try 
to do this in daily conversations with cus- 
tomers and others with whom we come in con- 
tact and with occasional public talks we are 
called on to make. In all of this, the material 
which comes out in your publication is of 
distinct value. 


CHARLES F. ZUKOSKI, JR. 
Vice President and Trust Officer, 
Birmingham, Ala. First National Bank 


First Attempt 


Your department called “Financial Rela- 
tions” is the first attempt of its kind that I 
know of. Most business publications fail to de- 
fine the particular type of public relations 
with which the department is t» deal. Ob- 
viously, the subscribers to Trusts and Es- 
tates would be primarily interested in financial 
relations and it seems to me that the improve- 
ment of such relations is all important. 


D. D. MecMAHON, 


Dixon, Ill. Plant-City Relations Counsel 





Experience 
In Moving Blocks 


Of Securities 


SENSE of timing and an intimate 
A knowledge of the market — these 
are the qualities that are always impor- 
tant in disposing of securities in large 
lots. Sometimes — in some markets — 
they are the decisive factors in determin- 


ing the success of any offering. 


If you are now confronted with the 
problem of selling a sizable block of 
securities, we think you will find our 
familiarity with secondary and special 
offerings of particular value. Our ex- 
perience in marketing these securities 
for institutions, for estates, and for large 
private investors is supplemented by 
our large distribution facilities—a net- 
work of 92 offices. 


If we can help you with any such 
problem, may we invite you to bring it 


to us for confidential discussion. 


MERRILL LYNCH, 
PIERCE, FENNER & BEANE 


Underwriters and Distributors of 
Investment Securities 


Brokers in Securities and Commodities 


70 PINE STREET 
NEW YORK 5, N. Y., U.'S.:A, 


Offices in 91 Cities 
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MUNICIPAL BONDS 


We own and offer subject to prior sale or change in price 


Price or 
Amount Issue Maturity Yield 


$100,000 State of Arkansas, Highway 4/1/55 1.60% 


25,000 State of Arkansas, Highway 4/1/56 


25,000 State of Arkansas, Highway . 4/1/57 
25,000 State of Arkansas, Highway 4/1/59 
25,000 State of Arkansas, Highway 3.25 4/1/60 
100,000 State of Arkansas, Highway 3.25 4/1/61 





40,000 State of Arkansas, Highway 3.25 4/1/62 
60.000 State of Arkansas. Highway 3.25 4/1/63 
50,000 State of Louisiana, Highway w. i. 3.50-2.5 1/1/61 2.35 
25,000 State of Michigan w. i. 1.50 3/15/65 9814 
25.000 State of Michigan w. i. 1.50 3/15/59 1.40 


15,000 New York Housing Authority 
(N. Y. C.-Gtd) 1.50 5/1/64 2.00 


15,000 Oakland, California 4.50 2/1/56 1.35 
20,000 Omaha, Nebraska Pub. Pr. Dist. 3 2/1/58 1.60 
30,000 Elizabeth, New Jersey wt 12/1/61 1.70 
80.000 Lyndhurst, New Jersey 1/1/57 1.60 
35,000 Monmouth County. New Jersey 5/1/57-61 1.50-1.70 


132,000 Orange, New Jersey 7/1/58-71 1.80-2.20 


COMMON STOCKS 
ramen #90083 IRA HAUPT & Co. 
RAILROAD BONDS Members New York Stock Exchange 


MUNICIPAL BONDS New York Curb Exchange New Orleans Cotton Exchange 
SHORT TERM BONDS New York: Cotton Exchange Commodity Exchange, Inc. 
BANK STOCKS New ) ork Produce Exchange Chicago Board of Trade 





ARBITRAGE 111 BROADWAY NEW YORK 6, N. Y. 


COMMODITIES REctor 2-3100 
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50 Years of American 
Banking Service in England 


Established in March, 1897, as one of 
the earliest branches of any American 
bank in Europe, our Main London 
Office has provided uninterrupted serv- 
ice throughout a period witnessing the 
strains and dislocations of two World 
Wars. Other branches, in England and 
on the are our London 
Bush House, and 
branches in Paris and Brussels. 

These branches afford to American 
companies, banks, and travelers and 
residents abroad, the facilities of Ameri- 


Continent, 


branch in our 


can banks with American methods, with 
intimate knowledge of European condi- 
tions and enjoying long-established re- 
lationships with important European 
banking and business organizations. 


To our correspondents in_ the 
United States the services of these 
branches are of special value in con- 
nection with foreign trade financing, 
service to their officers and customers 
who travel, and for first-hand infor- 
mation on conditions abroad. We wel- 
come inquiries regarding any phase of 
our service. 


Guaranty Trust Company 
of New York 


140 Broadway, New York 15 


Fifth Ave. at 44th St. 
New York 18 


LONDON 


32 Lombard St., E. C. 3 
Bush House, W. C. 2 


Madison Ave. at 60th St. 
New York 21 


PARIS 


4 Place de la Concorde 


40 Rockefeller Plaza 
New York 20 


BRUSSELS 
27 Avenue-des Arts 


Member Federal Deposit Insurance Corporation 
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DYNAMITE IN HIGH PROFITS 
Will Industry Set the Public Straight? 


Editorial 


EVEN BIGGER 
PROFITS! 


worth of dividends was paid out 


F you've been reading too 

many front - page stories 
about the sad, sad story of 
American industry—practical- 
ly in bankruptcy, making no 
profits, unable to pay higher 
wages—then dry your eyes and 
turn to the back of your paper. 


by American corporations during 
the year just ended. The coupon- 
clippers’ take went out 125 mil- 
lion dollars ahead of 1945, and 
topped the previous record year 
of 1941 by over 50 millions. 

The Board of. Governors of 
the Federal Reserve Bank found 


You'll feel better right away. 
It looks as though profits will go 
on and on. 

‘Or better yet, make a habit of 
~ nal. 


Fantily Fortunes 
Family of 3 Gets by 

On $74.50 Salary With 
*** -f Rent-Free Home| 


From C.1.0. News Jan. 6, 1947 





EPORTS of corporation profits for 1946 
at record highs, and increasing stream 
of publicity about increases of 100 to 500% 
in net income over the previous year, make 
explosive ammunition for wage increase and 
price reduction demands. The larger the 
corporation, or the poorer its previous year’s 
showing, the more startling the figures look, 
if unaccompanied by comparative data. 
Corporate profits, sensationally publicized, 
promise to become the center of attacks and 
dangerous generalities. Left unrelated to 
sales volume, wage rates and payroll, na- 
tional income or net worth (translated into 
lay language and per share), these “mil- 
lionaire” averages and lump sums offer 
popular targets for consumer and labor 
criticism. 
The dollar figures of annual reports are 
only the beginning of the accounting of cor- 
porate stewardship; the more important 
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part is the continuing explanation of what 
those figures mean, their relationship and 
justification. 


Tabulation of net profits in 1946 for 840 
manufacturing concerns, in the March Na- 
tional City Bank Letter, shows an average 
increase of 37% over 1945, but varying from 
208% increase in 36 cotton-goods compa- 
nies to 41% in 33 electrical equipment con- 
cerns. 


One out of four of these companies, how- 
ever, did not register any increase. Many of 
the others showed an increase—or even any 
profit — only because of temporary or non- 
recurring credits, tax carrybacks, inventory 
valuations, transfers from reserves, etc. But 
these facts are lost sight of by the public, 
or, more generally, not understood. 


The percent earned on net worth 
which averaged 11.9% for 1946 — also 
showed wide variations from 6% in electri- 
cal equipment to 33% in beverages. But lay- 
men do not appreciate the differences in 
capital invested or turnover ratios, and capi- 
tal itself has not been restated in terms of 
current dollar values. 


Because of the many variations, between 
companies and industries, in operating con- 
ditions, ratios and other factors, it is en- 
cumbent on each to present its case for pub- 
lic inspection, before assumptions and éc- 
tions are taken “across the board” that will 
jeopardize all. Relationships to sales, pay- 
rolls, etc. must be presented if employees, 
consumers and community are to make hon- 
est distinctions and conclusions. 


Actually, for the companies reporting 
seles volume, in the National City Bank’s 
survey, net profits averaged only 5c out of 
the dollar. This compares with 6.5c in pre- 
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war 1941, and an average of 3.7c during 
1929-45. 


Total profits of corporations in 1946, ac- 
cording to the recent National Industrial 
Conference Board study by Dr. Jules Back- 
man and Martin R. Gainsbrugh, although 
totalling $12 billion, compared to the nation- 
al income of $164 billion were less than nor- 
mal. This study further showed that wages 
paid by manufacturing companies were 6 
times the profits, and for all corporations 
were 7.2 times as much. And here it should 
be emphasized that not all profits are paid 
out to stockholders. 


Since this is a profit-and-loss economy, 
and the year an arbitrary accounting period, 
it is also significant to note the Conference 
Board’s report that half of all corporations 
operated at a net loss over the years 1916- 
43. This makes a rather unfair basis — as 
do the depression years — on which to base 
profit increase comparisons. 


It would be desirable to show profits from 
operations as well as those resulting from 
tax carrybecks and other ephemeral or non- 
recurring phenomena. Price leveis too may 
decline, and involve inventory losses, and 
many a company is able to operate at a prof- 
it only because of the high volume of sales 
and the cheap wage for capital. Further, 
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many wage increases granted during 1946 
have not been fully reflected as current 
costs. 


It could be very dangerous to predicate 
wage or price changes on such volatile and 
abnormal bases, and every effort should be 
made to interpret these conditions to the 
public, at the same time that all possible 
price reductions, quality improvements and 
wage adjustments are made. 


This situation presents corporate man- 
agement with a great challenge. Left unex- 
plained, “profiteering” charges can incur 
public antagonism to all business, without 
distinction but with long-lasting damage. 
Whitewash efforts will only intensify loss 
of confidence; but those who have a just pic- 
ture to present must do so if they expect to 
escape the general belief that employees and 
consumers are being squeezed. 


It is the immediate duty of management, 
as trustees of capital, to see that its func- 
tion and its values are far better under- 
stood, and to prove to a very profit-conscious 
public that they are serving the mutual in- 
terests of consumer, employee and investor. 
Because of the wide variations in fects and 
conditions, this becomes the major public 
relations job of the year for every company 
and every community’s industry. 


Good News for Trust Officers and Directors 


F trust officers presented their presi- 

dent and board of directors with a re- 
port showing not only black ink figures for 
their department now, but also a picture of 
a definite trend toward increasing net — 
their own and their department’s future 
would be decidedly healthier. 


This, most trustmen now can do. For too 
long most of them have been paying the 
penalty for poor business practices of years 
ago; the sins of the forefathers have been 
visited on them in the form of an accumula- 
tion of cut-fee or low-fee accounts or out- 
right free services. Poor acceptance poli- 
cies, inadequate estate planning and unreal- 
istic fee schedules of former regimes have 
haunted the best of modern trust depart- 
ments. 

The relics of these practices have distort- 
ed the picture of the current earnings po- 
sition of the trust department. It is up to 
the heads of trust departments to see that 
bank management gets the other and in- 


creasingly more significant part of the pic- 
ture. That picture is obtained by drawing a 
line under the old trust or agency accounts 
of the free-and-easy days, and segregating 
these ghosts from the accounts taken in 
during recent years, under modern fees 
and modern know-how. The lumping to- 
gether of the old unprofitable business 
and the accounts put on the books since, 
say, 1936, has created an erroneous idea 
of what the trust department is capable of, 
and is in fact now, accomplishing. 


Draw off the costs and compensation to- 
tals for trusts accepted during the last 
ten years or so—and see what a difference 
it makes. Here is the real story, for the 
old trusts are terminating every month. 
And for many of those hoary hangers-on 
that aren’t paying their board and drag 
down the average, renegotiation can pro- 
vide the answer in the current year’s oper- 
ating statements. Proof that banks are 
paying for old sins is also found in the 





profitability of a number of trust depart- 
ments which started “clean” with selected 
accounts after bank closings. 


In this issue appears an article by Glenn 
Biggs describing the results of this segre- 
gation analysis in The Fifth Third Union 
Trust Company of Cincinnati. Here is the 
basis for a different kind of Trust Depart- 
ment Report to Directors that should go a 
long way toward gaining their respect for 
and interest in the department’s future. 


The future must be separated from the 
past if fair appraisal is to be made of trust 
trends and potentialities—and if the per- 
sonal trust department is to be taken into 
the family instead of being treated as a 
stepchild. 


AS YOU WOULD TELL YOUR FAMILY first about 
your personal plans, tell your employees and 
your customers first about your company plans, 
as soon as possible after they come out of the 
directors’ meeting stage. Then tell the com- 
munities that will be affected by them. 

FRED RUDGE in February Advertising & Selling 





273 


Trend Toward 5-Day Office Week 


CCELERATION of a trend toward 

shorter hours and the 5-day week for office 
workers since V-J Day is revealed in a survey 
of 437 industrial and commercial companies 
in twenty cities by the National Industrial 
Conference Board. The survey showed that: 


“During the war, the office staffs of only 
141 of the companies reporting worked five 
days per week. Now 346, or 80%, report that 
their office workers are on the five-day week. 

“The trend toward shorter hours is noted 
both among firms which were on wartime 
5%- and 6-day work weeks. 


“Nearly two-thirds of the number which 
worked 5% days during the war report they 
have dropped the “Saturday morning” work 
week. Of the firms surveyed, 154 reported 
their wartime schedule called for 5% days. 
Since V-J Day, only 54 continue on the basis 
of the “Saturday morning” work week. 

An even sharper decline was noted in the 
case of the 6-day week. During the war, 84 
of the reporting companies stated their office 
forces worked “daily except Sunday.” Since 
V-J Day, however, five-sixths dropped the 
longer work-week so that only 14 of the 437 
now work “all day Saturday.” 


Executor and Trustee 


BANKERS TRUST COMPANY 


YORK 


NEW 
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Capital Economy Items 


Recession, Prices and Readjustment 


HE business recession widely heralded for 

1947 so far has failed to materialize and 
commodity prices have again moved upward, 
wiping out declines made earlier this year. 
New peaks in prices in copper, silver, pig 
iron, scrap, lead, hogs, beef, wheat and other 
materials and supplies may force repricing 
of manufactured products on a new high level 
in both wholesale and retail trade. 


Economists point out that sharp price ad- 
vances in commodities are not unusual in the 
latter stages of an inflationary trend and be- 
fore readjustment to a more “normal” level. 
But just how far the final boom will go or 
how deep the bust that will follow is unpre- 
dictable, though there is general agreement 
that we are nearing a time of readjustment. 
The stock market, reflecting consciousness of 
renewed wage demands that may be expected 
from labor if the cost-of-living continues to 
advance, sold off as commodity prices moved 
up, thus repeating the pattern of last fall. 

The key to the economic future, especially 
during the last half of 1947, lies in (1) the 
trend of prices, (2) the intensity of the build- 
ing boom, and (3) the rate of 1947 inventory 
accumulations, according to the Civilian Pro- 
duction Administration’s study, Production 
Outlook 1947. This study indicates that a 
higher level of business activity this year than 
in 1946 now appears “more likely” than a re- 
cession. 

A slightly less optimistic view is taken by 
the Bureau of Agricultural Economics, a Gov- 
ernment agency with a good forecasting rec- 
ord. The BAE sees indications of a business 
recession in the latter part of 1947, but only 
after an expected rise to a new peak during the 
first half of the year. Despite present price 
strength, the agency believes that a drop of 
15 to 20 per cent in food prices is likely before 
the end of the year. 


Interest Rate Pattern 


CHANGE in the pattern of Government 

interest rates is indicated with the dis- 
closure by Chairman Marriner S. Eccles that 
the Federal Reserve Board may suggest dis- 
continuance of the wartime policy of pegging 
the short-term Government security rate at 
% per cent. Removal of the peg should nar- 
row the spread between interest rates of 
short-term and longer term bonds and lessen 
the likelihood of lower rates on intermediate 
and long maturities brought about by market 
action. “Either the short term rate will be 
likely to go up or the intermediate and longer- 
term rates are likely to come down,” the 
Federal Reserve Board chairman said. 


A rise in short-term Government interest 
rates should prompt some selling of longer 


maturities by banks, thus increasing the sup- 
ply for institutional investors, a development 
believed to be desired by the Treasury Depart- 
ment. Even so, institutional investors contend 
that such a development would not obviate 
the need for issuance of a new long-term 
Government obligation for non-bank institu- 
tional investors, though the amount believed 
needed to meet the present need would be 
lessened. 


More Life Investments in Industry 


EARLY 25 per cent of the funds invested 

by United States life insurance companies 
last year was placed in the securities of in- 
dustrial concerns of this country, compared 
with less than 10 per cent in 1945 and 4 per 
cent in 1943, the Institute of Life Insurance 
reports. 


Industrial and miscellaneous bonds pur- 
chased by these companies last year amounted 
to $1.93 billion and stocks acquired, in large 
part industrial shares, came to $403 million, 
making an aggregate of $2.33 billion. The 
total of such holdings rose to $4.38 billion 
at the year end. 


Last year’s purchases of business and in- 
dustrial securities of all types, including rail- 
road and utility bonds as well as industrial 
amounted to $3.7 billion, or 42 per cent of total 
funds invested. This compared with 26 per cent 
in 1945 and 11 per cent in 1943. The year end 
total holdings of this type were $12.4 billion. 


Purchases of United States Government 
securities declined percentagewise in 1946 to 
35 per cent of total funds invested, compared 
to 63 per cent in 1945 and 71 per cent in 1943. 


Growing Trend to Nationalization 


RIVATE enterprise or a competitive free 

enterprise system operating outside of 
government controls, is virtually unknown in 
most of the world to the extent that it is 
operative in the United States, except for 
neighboring Canada. 


A survey of twenty-two nations by cor- 
respondents of The New York Times (March 
3, 1947) indicates a tendency to greater gov- 
ernment control, in degrees varying from that 
in Russia where private enterprise is out- 
lawed, except for some unimportant activities 
on the fringe of the totalitarian economy, to 
that in Britain where the nationalization of 
industry is favored by the Labor Government’s 
program, but where the country continues to 
depend on private enterprise for the conduct 
of most economic activity. 


Since the end of the war, only the United 
States and Canada have restored business 
and industry virtually to their pre-war status, 
without fundamental changes. 








A Report to the Public by 
JOHNS-MANVILLE 


N the interests of employees, stockholders, cus- 

tomers and the public, the management of 
Johns-Manville concentrated efforts in 1946 to- 
ward increased production for urgent postwar 
demands and broadened growth of the company. 

Sales, employment, and payrolls set a new 
record for a full peacetime year. Profits were 
improved over 1945. 


This was accomplished in spite of labor short- 
ages due largely to scarcity of housing and com- 
petition of unemployment benefits; strikes at two 
of J-M’s largest plants lasting from November, 1945, 
to March, 1946; delays in getting machinery, raw 
materials and construction supplies; government 
controls which forced the discontinuance of cer- 
tain products, and generally unbalanced conditions. 


Here are the highlights of Johns-Manville’s annual statement for the year 1946:* 


TOE GR. gk 6 6 a ee ee 


For all costs (except those shown below) 
To employees for salaries and wages . . 
To government for taxes... .....- 
To stockholders in dividends . 
Leaving in the business. ........ 


© Earnings after taxes were $6.03 per share of common stock. 
® Taxes were equivalent to $1.75 per share of common stock. 


® Profits were 6% cents per dollar of total income. 


Johns-Manville doubled the production rate of prewar 1940 in 
such important building materials as asbestos shingles, Flexboard 
and home insulation. thus helping to relieve the housing shortage. 


On the average J-M building materials prices have risen less 
than 15% since prewar 1941. Average straight-time hourly wage 
rates were 74% higher than at the beginning of 1941 and prices 
of raw materials were substantially higher. 


PRODUCTION INCREASING 


Many projects in the company’s $50 million expansion, replace- 
ment, improvement and cost reduction program were well under- 
way and will be put into operation in 1947. 


The program includes construction of new plants at: 


® Natchez, Miss., where 200,000,000 sq. ft. of insulating board 
products made annually will double the company’s output of this 
material to supply needs in commercial buildings and in thou- 
sands of additional homes. 


® Tilton, N. H., where new developments in asbestos insulations 


will be produced. 


$92 million 
45% million 
39% million 
1% million 
3% million 
2% million 


® Port Union. Ontario. where Transite (asbestos-cement) pipe 
and rock wool insulations will be produced for a greatly expanded 
Canadian market. 


The first of a group of buildings was near completion in a new 
research center being erected near Manville, N. J., to provide the 
largest research facilities in the world devoted to building mate- 
rials, insulations and allied industrial products. 


OTHER PROJECTS 


Other projects to facilitate growth of J-M include expansion of 
facilities to produce more asbestos fibre, Transite pipe, marine 
sheathing. rock wool insulation. roofing materials and other 
products. 


When the program is completed Johns-Manville’s prewar pro- 
duction capacity will be materially increased. 


Hawt Bosom _ 


CHAIRMAN OF THE BOARD 
JOHNS-MANVILLE CORPORATION 


* Those desiring more complete information should refer toa 
booklet containing the formal Annual Report to Stockholders 
which we will be glad to furnish on request. Address: Johns- 
Manville Corporation, 22 East 40th Street, New York 16, N. Y. 
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Church Economic Conference 


HE report on the responsibility of the 

Church in the economic sphere, conclud- 
ing the special conference of the Federal 
Council of Churches held last month in Pitts- 
burgh, points to greater activity of lay mem- 
bership as well as clergy in the problems of 
“weekday living,” and the development of a 
pattern for applying Christian principles to 
industrial relationships. 

Considerable variations have been evident 
in a number of the recent clerical group meet- 
ings as well as individual expressions, but it 
seems evident that the churches are seriously 
considering current economic problems as one 
of their responsibilities in the community and 
nation. The Federal Council meeting, repre- 
senting twenty-five Protestant denominations, 
was attended by 370 delegates — mostly lay 
leaders — from labor, the professions, indus- 
try, education, agriculture and consumer 
groups as well as clergy. 

Citing “work, production, property, wages, 
profit, prices and industrial organization” as 
basic factors, the report set forth, among the 
eighteen principles, that: 


“Property represents a trusteeship under 
God, and it should be held subject to the 
needs of the community—” 


“Profits are characteristic of a money 
economy and are thoroughly defensible—” 
subject to proper distribution. 


“Production exists to serve necessary and 
desirable consumption.” 


Following the opening service and address 
by Charles P. Taft, council president, discus- 
sion groups took up such issues as_ the 
“closed shop,” wage rates and relations, mon- 
opoly practices, and purchasing power, and 
brought suggestions for industrial field or 
plant visits, cooperation with other civic and 
educational groups, economic training pro- 
grams for the clergy and lay members, activ- 
ities as mediators in group conflicts, and con- 
servation of values for unborn generations. 


Mr. Taft urged preliminary research and 
careful programming, and cautioned against 
preconceived adoption of theories such as the 
“purchasing power” one. Bishop Dun of Wash- 
ington questioned “how much security man 
can stand,” referred to the “almost demonic” 
characteristic of our economy that drives peo- 
ple always to want more, and regretted the 
over-statements of cases that led to attrition. 


In view of the announced aim to promote 
cooperation with other individuals and groups 
concerned with economic problems, as in fos- 
tering discussion and education that will 
provide a wider setting for decisions, it is 


interesting to note some recent developments in 
this direction. 

A number of corporations have been inviting 
the local clergy, with other groups, on plant 
tours; counselling with them on civic and 
industrial relations. One company recently 
appointed a minister as head of its new de- 
partment of Christian Relations. In the Peoria 
and Branch County conferences, the clergy 
are among the civic leaders taking part in 
civic and economic discussion meetings, while 
three of the nine-member Labor-Management- 
Citizens Committee in Toledo are representa- 
tives from the Protestant, Jewish and Catholic 
church. 


The report concludes with dedication to 
“the daily service of Christ through the ex- 
tension of social justice in the economic 
field.” 


Saturday Bank Closing 


N New York State banks will begin a year- 

round Saturday closing schedule on April 
5, except for some few banks in rural and 
resort areas which are still undecided. 


Most of New Jersey’s four hundred banks 
were closed on March 1, the first Saturday 
after the new state law permitting your-round 
closing became effective. Some banks in rural 
and shore areas remained open, but banks 
in practically all cities were closed. 

In Maryland Governor Lane had before him 
for signature a bill which would permit banks 
in all but the five eastern shore counties to 
close on Saturday. The bill, which would be- 
come effective on July 1, will allow banks to 
adopt the five day week in Baltimore and 
Maryland’s eighteen other counties. 


The Georgia Senate too has approved a 
measure which would allow banks in the 
state’s largest cities to operate under a five- 
day business week. 

Indications now point to adoption of the 
five-day week on virtually a nationwide basis. 


The New York Stock Exchange has an- 
nounced a decision to close the Exchange 
on Saturdays commencing on May 31 and 
continuing through June, July, August and 
September. The Curb Exchange is expected 
to follow a similar schedule. 


THE NATIONAL INCOME for 1946 was estimated 
at $140 billion. Only $52 billion of it was sub- 
ject to federal income tax. It was estimated 
that the $52 billion of taxable income brought 
in $12% billion of personal income taxes. 





INDUSTRY - TOWN PLANNING 


A Protection for People, Business and Investments 


JOHN JAMES WATSON, P.E. 


Director, Town Planning Department; Previews Incorporated, 
The National Real Estate Clearing House 


One of a Series of articles on Community Relations of Business 


ANY industries are decentralizing 
i} their production facilities, establish- 
ing major parts of their operations in 
smaller towns or suburbs. 

Good things have come of decentraliza- 
tion moves in the past for both management 
and labor, end more important benefits can 
be expected in the future now that im- 
proved ground and air transportation and 
faster communications are giving impetus 
to the trend. Small communities usually of- 
fer cheaper land and lower taxes, and are 
inclined to be cooperative and helpful to 
new industry. More healthful surroundings, 
greater opportunity for recreation, and the 
greater civic pride which results from resi- 
dence in small towns, often go a long way 
toward solving personnel problems and re- 
ducing labor turnover. 

But the introduction of a sizeable indus- 
try into a small community is not all smooth 
sailing. The sudden increase in population 
produces stresses end strains which require 
careful and understanding treatment, with 
foresight for all the factors of growth. 


A Typical Case 


ONSIDER what is taking place in the 

city of Hamilton, Ohio, with a present 
population of 50,000. Between Cincinnati 
and Dayton, it has economic value as a 
gateway to the South. Three industries are 
moving into Hamilton and shortly will in- 
crease the population by 10,000 people, a 
20% increase. 


Fisher Body has taken 140 acres three 
miles south of the center of the city, hut 
outside its limits. The $25,000,000 plant 
will employ some 4,000 workers, most of 
them drawn from the local labor market. 
Duff’s Baking Mix has taken 27 acres out- 
side present city limits, but this property is 
being annexed by the city. The Duff opera- 
tion will run to about three-quarters of a 
million dollars and 400 workers, mostly lo- 
cal, will be employed. Fashion Frocks has 
taken 11 acres partly within and partly 
without the city limits. The Company will 
spend about half a million dollars and will 
take on 300 employees from the town. 


Air view of modern residential development along Baltimore harbor. Sponsored by 
Bethlehem Steel Corp., whose plant is across the bridge (foreground), the city govern- 
ment is cooperating by providing a public park in the area at the left. 





Close-up of Bethlehem Steel workers’ homes, 
created by Chas. T. Wills Co. 





Each industry, because of its location, 
has a different relationship to the city’s pol- 
icies and services. Duff’s will need an exten- 
sion of utilities as its property will fall 
within the new city limits. Fashion Frocks, 
being partly within the limits, needs the 
utilities and also bus service. Fisher Body, 
outside the limits, esks for bus service only. 
From the standpoint of the city of Hamil- 
ton, these newcomers will add very substan- 
tial buying power for its stores, more bus- 
iness for its banks and an increase in repu- 
tation and commerce for the city as a whole. 

Haphazard Plan—Haphazard Effects 

\ L. HARDIN, Secretary-Manager of 
& the Chamber of Commerce, reports 
that the effects of these incoming indus- 
tries, which are still under construction, are 
already very noticeable. Several retail es- 
tablishments have started, a new theatre 
has been built, and some of the present 
stores are planning large expansions. New 
housing developments have been started, 
expansions to the utility system are under 
way, railroads have enlarged their yard ca- 
pacities, a branch bank will be built as soon 
as possible, and an addition is now being 
made to one of the hospitals. 

Hemilton is going to grow. But how? 
Like Topsy? Will it become a sprawling, 
uncoordinated community with colonies of 
bleak homes in the shadow of factory 
stacks? Will lack of foresight lay the foun- 
dations for future slums, for human as well 
as traffic congestion? This happens if each 
group is left to its own devices. 

What most small cities need, when they 
anticipate new industries, is self-direction 
in the form of Town Planning. Hamilton, 
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with fortunate foresight, has already ar- 
ranged for this. The old city plan, created 
in 1920, is being revised. The benefits of 
this work will be just as important to each 
of the industries in Hamilton as they will 
be to the community as a whole. Orderly 
and beneficie] growth is a logical concern 
of industry and banking, to make the com- 
munity attractive for business and for resi- 
dence. 


Avoiding Interference 


OWN Planning is common sense ap- 

plied to directing community growth, 
or shaping growth which has already taken 
place, in the interest of the general health 
and the social, economic end esthetic wel- 
fare of the population. The first step, in an 
existing community, is an analysis of who 
the people are, how they live and where 
they work. On this basis, the best residen- 
tial and business areas are determined and 
zoning standards edopted. Industrial site 
possibilities are planned where they will 
least interfere with existing conditions, es- 
pecially owner-occupied residences, since 
they cannot readily move. 

The shortcomings of existing conditions 
are studied, especially as to traffic condi- 
tions. A Master Plan begins to take shape 
indicating areas designed to protect end 
stabilize desirable conditions and street 
changes necessary to correct bad traffic sit- 
uations. 

Topography or physical features and 
character of the land are bzsic elements in 
Town Planning work. Given such elements 
as a railroad track, a highway, a river and 
a wooded hill, or any combination of such 
factors, the Town Planner works out a logi- 
cal arrangement of plant and community 
transportation, housing and _ recreational 
facilities. 


Important Considerations 


N the case of big industries, Town Plan- 

ning may make provisions for the subse- 
quent location of related industries supply- 
ing the mejor industry with parts or mak- 
ing use of its by-products and waste. Many 
considerations enter into locating and plan- 
ning an industrial community. A firm such 
as a research laboratory or a publisher 
could group its community right around the 
plant, whereas heavy industries, chemicals, 
etc. would need to set the community ata 
safe distance and with due consideration to 
prevailing winds, so as to minimize the 





nuisance of smoke, smells and dust. An ex- 
ample of bad community relations creating 
constant antagonism to an otherwise good 
management, is that of a company whose 
chemical waste pollutes a former favorite 
river for swimming. 

The customary living standards of the 
workers must be taken into account and the 
possibility and degree of their betterment 
considered. Some groups and nationalities 
are naturally neat. Others need training 
and incentives. Some like to beautify their 
lawns and gardens; some like to raise a few 
fruits and vegetables; others litter their 
property with tin cans and rubbish. These 
considerations may determine how far the 
houses should be set back from the street, 
the creation of communal parks in the in- 
terior of blocks, civic control over fences, 
hedges, grading and surface drainage. 


The Time to Plan 


LANNING can be far more effective at 

the outset, when a major industry first 
decides to enter a community. It is better 
and more economical to do than to undo, to 
use foresight rather than hindsight. The 
saving will show up for years in the tax 
rates. Changes in street lay-out, shifts in 
neighborhood characteristics, provisions to 





meet the increased demands on water mains 
and bus lines are easier to work out early 
than late. 


An industrial plant may quite conform 
to the technical requirements of the town 
plan and yet become either a continual irri- 
tation to the community or a continuing 
source of neighborly pride to it, according 
to the spirit in which these conditions are 
handled. The Conde Nast Press in Green- 
wich, Doubleday-Doran in Garden City, and 
the Reader’s Digest in Pleasantville, are 
three publishing firms which, in establish- 
ing their industrial plants and related hous- 
ing operations, have created attractive 
landscaping, ample recreational space and 
an architectural effect which have all added 
to the beauty and dignity of the community. 


Finencing plans should consider not only 
the most effective construction and pay-off 
methods, but also the working conditions 
and civic pattern. For this, the advice and 
cooperation of the local bankers is extreme- 
ly important. They can usually be counted 
or for invaluable assistance when they un- 
derstand what the projected plan means to 
the community. 


‘ 


Best of all times to create a long-term 
city plan is, of course, before any popula- 
tion has arrived. This was the case at Gary, 





(Photo courtesy of U. S. Housing Authority) 

A drab example of unplanned housing for industrial workers, without adequate 

recreational or social facilities, in an unattractive part of Pittsburgh’s 
industrial area 
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Indiana, where the United States Steel Cor- 
poration created its headquarters com- 
munity, and in Kingsport, Tennessee, 
where a Town Plan was created when the 
city was nothing more than a general store 
and a straggling group of houses at the 
confluence of two rivers. 


But it is never too late to plan a com- 
munity. Established towns and cities which 
can expect no more than normal natural 
growth may find the fruits of Town Plan- 
ning are more expensive in their cases. Yet 
the work pays off in dividends of an ex- 
panded economy and lowered expenses for 
police and public health, to say nothing of 
esthetic improvement. 


Whose Responsibility and Advantage? 


HE question is, “How far shall indus- 

try go in essuming the responsibility 
for Town Planning?” Shall it assume a 
static role and leave the planning of the fu- 
ture of the community in which it is so con- 
cerned, entirely to the whims, or perhaps 
the financial ability of the local govern- 
ment? Or shall it assume a dynamic re- 
sponsibility and lend the weight of its in- 
fluence and the help of its personnel end fi- 
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nances to take the steps which will go a 
long way toward guaranteeing the desired 
results? 


The latter course comes under the head- 
ing of good public relations, although it is 
by no means a unique procedure. In Spring- 
field, Vermont, for example, a group of tool 
manufacturers known as the Springfield 
Menufacturers’ Association, started a city 
planning program with a substantial con- 
tribution to the preparation of the Master 
Plan. In Manchester, Conn., Cheney Broth- 
ers, silk manufacturers, put their engineer- 
ing staff to work on layouts for roads, sew- 
ers, water supply, etc. and were influential 
in persuading the Selectmen of Menchester 
to employ experts to carry the project 
through. 


What is advanced thinking for industry 
today will become the accepted practice of 
tomorrow. Not just because it will benefit 
any one group of people, but because Town 
Planning can be expected to pay off in 
terms of labor relations and the increased 
production which results when employees 
live well-rounded lives in healthful sur- 
roundings. 





DETROIT EDISON ANNUAL REPORT 
Available Now 


The annual report of The Detroit Edison Company has just been mailed 


to stockholders. It is an attractive, illustrated booklet covering the high- 


lights of 1946. It describes the activities of this company which supplies 


power and light to the great industrial and farm district in southeastern 
Michigan. We shall be glad to send you a copy of the report if you are 
interested. Write 2000 Second Avenue, Detroit 26, Michigan. 


THE DETROIT EDISON CO. 





HARRY WINSTON, INC. 
Estates 
Jewelry aad P. rectous Shiite 


* * * 


The firm of Harry Winston, Inc. has been for many 


years the foremost purchaser of jewel estates through- 
out the world. 


We offer the services of our experts who are especially 
qualified to appraise and purchase jewels of all types. 


REFERENCES: 


Commercial National Bank & Trust Co. 
46 Wall Street, New York City 


Manufacturers Trust Company 
513 Fifth Avenue, New York City 


HARRY WINSTON, INC. 


New York Office: Los Angeles Office: 
7 East 5lst Street 601 Jewelry Trades Bldg. 
New York 22, N. Y. Los Angeles, California 





A BANK’S ROLE IN THE COMMUNITY 


Public Relations Activities that Build Good-Will, 
Good Business and Good Economics 


S. H. CHELSTED 
Vice President, Peoples First National Bank & Trust Company, Pittsburgh 


MERICAN banks, with their more than 
70,000,000 customers and over 275,000 
employees, are today owned and controlled 
by the people; almost 2,000,000 Americans 
are partners in the enterprise of banking. 
Essentially home town institutions, they 
must be constantly on the alert to provide 
ways to use local funds for community pro- 
gress, and particularly to aid the continu- 
ance and expansion of local industry bene- 
fitting the people and the community. 


Service to the people is the bank’s only 
stock in trade. The banker of today, like 
the lawyer and doctor, is a counselor and 
friend to people and industry of the com- 
munity in time of need. Daily, bankers 
throughout the country make it possible for 
individuals to regain their foothold in life 
and to tide them over temporary emergen- 
cies. 


Life of Private Banking Depends... 


OO many of us in benking and business 

take it for granted that the average 
American fully appreciates the advantages 
of the free enterprise system of which 
banks are an integral part. But there is an 
awakening realization that we have a sell- 
ing job to do to keep the public informed 
of the trust facts. 

In an excellent presentation of the re- 
sponsibilities of today’s banker, Charles C. 
Carr, Director of Public Relations of Al- 
uminum Company of America, writing in 
Trusts and Estates* “The very life of the 
banking business depends upon the preser- 

From presentation before extension committee of Finan- 


cial Advertisers Assn. 
*“Community Financial Leadership; March 1946 issue. 
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vation and popularity of the profit and loss 
system. 


“But to how many banks has it occurred 
that they themselves are almost in a unique 
position to exert helpful pressure upon 
businesses, in their community relations 
program, which can be the salvation of that 
system? The banker’s interest in communi- 
ty affairs cannot be a passive one.” 


A Dangerous Obstacle 


.T is sound bank manegement to know, 
first, what people think about our bank. 
In a survey made by the American Bank- 

ers Association some years ago, the ques- 
tion “Which profession or business group 
is helping the community most to get back 
cn its feet?” was asked of 507 lawyers, pol- 
iticians, retail merchants, bankers, builders, 
etc. 48% said builders, 29%—retail mer- 
chants, and only 14%—bankers. An unin- 
formed or misinformed public is a danger- 
ous obstacle to banking. 

Ray K. Meixsell, Public Relations Direc- 
tor of the Troy (N. Y.) Savings Bank, 
says in his article “Community Thinking” 
(F. A. A. Bulletin, January 1947) “Amer- 
ica is no better than its communities. Over 
a period of time the success of a communi- 
ty has a bearing on the success of a well- 
managed bank.” 


Have a Good Story—and Tell It 


O create a favorable impression in the 

community, our first responsibility is 
good employee relations. We must first have 
our own house in order. 


A comprehensive personnel policy which 





provides fair ¢nd impartial remuneration 
plus profit sharing, a pension and retire- 
ment plan, group life insurance, hospitali- 
zation together with recognition, through 
promotion, for a job well done, will go a 
long way toward the establishment of good 
employee relations. When we have our own 
house in order, then, and only then, can 
we tell a convincing story to our community. 
The publication of a comprehensive an- 
nual report is one of the best means of in- 
terpreting our interest in the community 
and its development. It should outline an 
established program to assure good em- 
ployee relations, tell what we have done and 
are planning to do for our community; it 
should “sell” the advantages of that com- 
munity and prove, by recording its éc- 
complishments, that the bank is essential 
in the continued welfare of the community 
and its people. Here is one of our best me- 
dia for developing the bank’s “personality.” 
Civic Activity and Reporting 

ROGRESSIVE bankers today find it 
good business to lend both their time 
and money to civic betterment. The banker 
should be associated with any progressive 
plans for civic development, such as new 
recree tional areas, adequate schools, church- 


es, hospitals, slum clearance, the redevelop- 
ment of industrial areas, etc. He should be 
a dominant figure in Chamber of Commerce 


activities and should belong to Rotary, 
Kiwanis, or similar civic minded service 
clubs. His voice should be heard in support 
of any activity which makes the community 
a better plece in which to live and work. 

Another good-will builder is to make 
available appropriate bank personnel to dis- 
cuss budgets, savings, personal loans and 
related subjects before women’s clubs, serv- 
ice clubs, schools and civic organizations. 

One of our officers has for several years 
been e leading factor in the development 
of community sports activities. The fact 
that he is connected with our bank has cre- 
ated many friendly contacts amongst those 
who witness or participate in these activi- 
ties. 

The Franklin Square National Bank in 
Long Island instigated a complete face-lift- 
ing and remodeling of the stores on the en- 
tire main street of their small community, 
and has provided an auditorium in the 
bank’s premises for community use. 


Economic Forums Most Successful 


UR bank hes received very favorable 
comment in response to a series of Eco- 
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nomic Meetings* where internationally rec- 
ognized economists talk to the leaders of 
Pittsburgh industry about business in gen- 
eral and its possible effect upon national 
and local conditions. This is a very much 
appreciated good-will builder that gives 
something to our community. 

We have also had good success in our Eco- 
nomic Teas for Women. At these teas our 
president outlines many of the pertinent 
facts related to the manegement of estates 
ard trusts, followed by a question and an- 
swer period. A buffet luncheon and tea fol- 
low the meeting. 


Banks should cultivate the individuals in 
a community who create public opinion. The 
greatest force for the dissemination of in- 
formation, of course, is the local newspapers, 
elert as it is to any civic need. The banker 
should be on friendly terms with the editor 
and keep him informed of the bank’s eco- 
nomic progress and opinions. 

Institutional advertising which tends to 
portray the bank’s activities for community 
betterment should be a part of every bank’s 
advertising program. 


The Open House Four 


UR bank ran a series of veterans memo’s 

as paid edvertisements, written by our 
president, outlining their rights under the 
G. I. Bill and urging certain cautions. Re- 
printed in booklet form they have been 
very popular with veterans and veterans as- 
sociations. Veterans invited to visit our local 
banks responded by the thousands, to dis- 
cuss their plans and counsel on the wise use 
of their benefits. 


Another good-will service is for banks to 
encourege window and lobby displays of lo- 
cally manufactured articles, thereby boost- 
ing local industry and creating good-will 
with the company and its employees. 

Surprisingly few people realize the mul- 
titudinous services which they have come to 
accept as normal banking. One of the best 
methods to acquaint the public with behind- 
the-scenes banking is to hold an “open 
house.” 


We must conclude that the banks of Amer- 
ica, dependent upon the people for success, 
must accept full responsibility for commun- 
ity development and welfare. 

*These Economic Forums will be reported 
more fully in an early article in Trusts and 

Estates. 


se 
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THE PUBLIC SIDE OF PRIVATE BANKING 


Financial Advertisers Launch a Far-Reaching 
Public Relations Program 


T the mid-year meeting of its directors, 
and in the precedent conference tour — 
with meetings in Boston, New York, New- 
ark and Philadelphia — the Financial Ad- 
vertisers Association took leadership in one 
of the most timely developments in banking 
and trusteeship. 

Keynoted by association president Swayne 
Goodenough of the Lincoln Rochester Trust 
Company, the addresses called not only for 
active financial leadership but also for hu- 
manized employee and civic relations. “Good 
public relations policies,” said Mr. Good- 
enough, “are as necessary 2nd profitable as 
good bond lists.” Excerpts from his address 
follow this report. 

Both in the well-considered speeches and 
in the “projects” presented by members of 
the Extension committee, it is evident that 
banking and trusteeship is taking its place 
alongside the progressive leadership in in- 
dustry, education and civic affairs to create 
a better public understanding of American 
business and community life. 

Banking, already socialized or severely 
restricted in many other countries, should 
profit from the public service viewpoints 
and actions recommended in the associa- 
tion’s new program. With Walter Bischoff 
of the Old National Bank of Evansville as 
chairman, twenty-four bankers of the Ex- 
tension committee are cooperating to ex- 
plore improvements in working relation- 
ships with employees, newspapers, schools, 
and civic groups, as well as the development 
of personal and public services. Mr. Chel- 
stead’s presentation “Developing Commun- 
ity Interests,” typical of the new spirit in 
bank public relations, precedes this item. 

“Informal talks with businessmen in our 
locality,” remarked H. C. Nicholls of the 





First National Bank in Madison, Wis., 
“mekes me wonder if too many of us are 
watching life go by without doing very 
much about it. Do we get down out of the 
grandstand and onto the playing field 
enough?” In answer to this question — most 
pertinent in these days of free-wheeling 
dollars, he points to the opportunities for 
civie activity such as featured in the Satur- 
day Evening Post story of Charlie Cobb of 
Rocky Mount (issue of Nov. 23, 1946). 


Mr. Nicholls’ further remarks “The bank- 
er’s interest in community affairs cannot be 
a passive one. His voice should be heard in 
support of any activity which makes his city 
a better place in which to live.” 


Allen Crawford of the Bankers Trust 
Company of Detroit, and Ist vice president 
of the Association, in his talks at the region- 
al meetings, stressed the human interest 
side of trust work as lending itself admir- 
ably to the “humanizing” process which fi- 
nancial institutions will have to undergo to 
have popular approbation. “Whether it pre- 
sents humor or pathos, never is it dull,” he 
remarked, pointing out that its episodes con- 
tain far more newsworthy values than we 
have used to illustrate effectively the use- 
fulness and application of modern trust ser- 
vice to human needs of our neighbors. 


“Although such examples have been in- 
corporated in direct mail, house orgens and 
even display ads, in most cases they seem 
to lose the flavor, atmosphere or gusto found 
in personal interview presentations. They 
often smack of ‘stage-setting’ and deliberate 
window dressing.” He recommended that 
our advertising lads and lassies talk over 
the scenes with trust officers and then relate 
them in John Q. Public’s own language, 
without bowing over a starched shirt. 
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OUR UNPUBLISHED BALANCE SHEET 
A Look at the Human Assets — and Liabilities 


SWAYNE P. GOODENOUGH 
Vice President, Lincoln Rochester (N. Y.) Trust Company 


ANKING shows signs of a genuine 
thaw. Many of the ideas that were 
“screw ball” just a few years ago are among 
the orthodox today. Advertising, human, 
realistic, even humorous, that we'd have 
hesitated to suggest a few years ago, now 
gets a ready OK. Photographic displays or 
building exhibits take space in the most dig- 
nified of bank lobbies. Bank clerks are step- 
ping livelier and bank customers may be 
found humming a tune — because of the 
music broadcast in dozens of banking offices. 
Management in bank after bank, as in 
industry after industry, is beginning to 
realize that their chief problems today are 
human problems. Public relations is becom- 
ing the number one concern of top manage- 
ment. Look over the annual reports of big 
business for 1945 and see the space devoted 
to their relationships with the public and 
with employees. 


IF They Tell the Story 


F we take the figures of our year-end 

statements — our affairs have never been 
in better shape. I wonder if these figures 
tell the full story. Consider some of the as- 
sets and liabilities of our unpublished bal- 
ance sheets. 

What do folks think of our institution? 
What do we mean by public relations in the 
banking business? It’s finding out what peo- 
ple like and doing more of it — finding out 
what they dislike and doing less of it. 
There’s nothing academic about it — no so- 
cial philanthropy — nothing visionary — 
public relations makes for good business. 

Good public relations is as necessary and 
as profitable for our banks as good bond 
lists; in fact, without good public relations 
— there may come a day when we won’t 
need a bond list. 

Responsibility for the public relations of 
a bank or any other business lies directly 
on the doorstep of the chief executive. If he 
is primarily interested in the figures and 
mechanics of banking — if he has little or 


From address before February regional meetings of the 
Financial Advertisers Assn., of which the author is presi- 
dent. 


no interest in the human relationships of 
banking — if, in short, he is a sour puss — 
his attitude will be reflected throughout the 
institution. There isn’t any public relations 
director that can be hired or advertising 
that can be bought that will keep the public 
from sensing that attitude throughout an 
institution. 


Personnel Relations 


RE our personnel relations asset or liabil- 

ity? Our employees can’t manufacture 

a public relations policy that doesn’t exist 
with management. 

First, do we definitely know that ‘our 
wage scale compares favorably with similar 
jobs in other businesses in our community? 
An increase in the pay envelope may prove 
the best investment ever made. 

What other incentives do you provide for 
the employee doing a good job? Are your 
working conditions good? And, there’s a 
question of pension plans — group insur- 
ance — bonus plans. Some banks provide in- 
centive awards for new business brought in; 
others are ready to pay for suggestions. 
The feeling that one is a part of the institu- 
tion means more than just holding a job. 
The neglect of these considerations may pro- 
vide not only a less setisfied employee — 
but possibly the opening wedge for more 
sinister forces — that might become quite a 
liability. 


Customers and Stockholders 


ET’S try to impress folks by making their 
dealings with us easy and comfortable, 
not with barred cages and vaulted grand- 
eur. We can cut down some of the clatter 
and chatter of our lobby and workrooms 
with sound proofing; warm color is always 
friendlier than cold slabs of marble; soft 
music broadcast at intervals in your lobby 
will help replace many a frown with a smile. 
There’s nothing inherent in this business 
that needs to make it austere or formal. I 
see no reason why doing business in a bank 
shouldn’t be as agreeable and pleasant as 
business at the corner cigar store or gro- 
cery. Look over once again the printed no- 





Courtesy of Tide 
“I see the ad was published the way 
we changed it” 





tices that go out to customers; printed no- 
tices can be very formal and cold — slight 
changes can frequently make them more ex- 
pressive of your friendliness. These things 
are excellent subject matter for group dis- 
cussions in your training program. 

Your relations with stockholders can be 
built into a genuine esset. The President’s 
Report need not be a formal presentation of 
cold figures. Reports of our leading business- 
es today feature colorful interpretations of 
all phases of the business, with more and 
more emphasis on the human relations. 
There’s no reason why a _ bank’s report 
shouldn’t do a colorful selling job end bring 
out the human relationships in banking. 


It’s Your Community 


OES the bank take part in community 

effort; are your officers active in local 
philanthropic movements, clubs, etc., do you 
encourage them by grants of time to a sense 
of responsibility, or are you coasting along 
in your community on the efforts of others? 
These things make 2 place for you and your 
bank in your community. They put your 
shop at the center of things — or down at 
the end of the street. 
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Public, customer, personnel, community 
relations are the only foundations on which 
business development may be soundly based. 
No longer are we chiefly concerned with 
layouts, copy, and pica type. We have 
reached a maturity and our concern is with 
the more besic problems of banking — par- 
ticularly those affected by public relations. 


Yesterday good public relations in bank- 
ing may have been desirable. Today and to- 
morrow they are indispensable for a bank 
that is to grow and help build its commun- 
ity. Banking must take its place of dynamic 
leadership in building back this war-torn 
world. 


Clearer Report Accounting 


g Bip nage income and estate taxes now 
make it almost impossible for indi- 
viduals to acquire controlling interests in our 
industrial enterprises,” states John B. Inglis, 
writing in the January Journal of Account- 
any. Mr. Inglis, a partner of Price, Waterhouse 
& Co., contends for terminology and techniques 
understandable by the people of moderate 
means “in the interest of maintaining this 
industrial system on which we depend.” 


The public reaches wrong conclusions, he 
believes, when items such as ‘income before 
taxes,” etc. are shown. The single-step income 
statement is cited as a helpful answer, to- 
gether with natural expense classifications 
(particularly wages and other employment 
costs and in many cases executive compensa- 
tion). 

On the question of earning-power or his- 
torical basis for P&L statement, the article 
relates that a middle ground is being con- 
sidered in which a combined statement of 
operating earnings would be followed by special 
charges and credits to surplus; comparative 
data for two or more years is also recorded 
as a growing practice. Terms needing clarifi- 
cation include ‘surplus,’ ‘undivided profits’ 
(usually mistaken as a cash fund) and ‘re- 
serves.’ 

“Labor today analyzes corporate reports 
perhaps more keenly than the stockholders, 
and the unions have capable and experienced 
analysts on their staffs who analyze the cor- 
porate reports. Management must therefore 
consider very carefully the labor reaction in 
any report it issues,” Mr. Inglis observes. 
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Announcing our new 


INVESTMENT MANAGEMENT 
SERVICE 


ECOGNIZING that many investors 
are unable to give adequate day to 
day attention to their investments, we 
have, after most careful consideration, 
decided tooffer thisService.We pravidecon- 
tinuous supervision of investments based 
on the research and judgment of the Marine 
Midland Investment Management 
Organization which is maintained in New 
York City for the benefit of all Marine 
Midland Banks, of which we are one. 


1. CUSTODY SERVICE. We hold the securities in 
our vaults for account and subject to the order of 
the customer, separate from other customers’ and 
from the bank’s securities. 


2. INCOME. We collect the income on the secu- 
rities when due and remit as the customer may 
direct. 


3. PRINCIPAL. We collect maturing obligations 
when due and watch for bonds which may be called 
for payment before maturity. Likewise we keep 
the customer advised in regard to subscription 
rights, conversion privileges, etc. 


4. TAX INFORMATION SERVICE. We furnish the 
customer with information concerning trans- 


Our Investment Management Service is 
designed primarily to meet the individual 
needs of our customers, and our recom- 
mendations are made accordingly. Of 
course, no purchases or sales are made 
without authority of the owner of the 
securities. This Service is most inclusive, 
for in addition to continuous supervision 
of the securities by men experienced iri the 
investment field, it also embraces: 


actions in the account and estimates of taxable 
and nontaxable income thereon necessary in pre- 
paring income tax returns. 


5. OUR FEES FOR THIS SERVICE. 
lg of 1% per annum on the first $500,000 
4 of 1% per annum on the next $500,000 


ly of 1% per annum on all amounts in ex- 
cess of $1,000,000 


Minimum fee, $500 per annum 


The Federal Revenue Act of 1945 and the State 
of New York permit these fees to be used as de- 
ductions in figuring income taxes. 


Inquiries regarding this Service may be made at 
our Trust Department. 


THE MARINE TRUST COMPANY 
OF BUFFALO 


Main and Seneca Streets, Buffalo, N. Y. 
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AN EMPLOYER’S VIEW OF PENSION PLANS 


Employees Recognize Value of Systematic Retirement Provisions 


FRANK B. CLIFFE 
Assistant Comptroller, General Electric Company, Schenectady, New York 


O secure maximum advantage in peace 

of mind for the supervisor and of self- 
respect by the employee, pension plans have 
increasingly recognized the importance of 
having a fixed retirement age. This has 
made it possible for the individual to lay 
his personal plans concerning the purchase 
and payment for his home on a systematic 
basis and to know long in advance that at 
the time he reaches the specified age he 
will become a gentleman of leisure with a 
fixed income. 


The General Electric Company recently 
had two outstanding demonstrations of the 
importance of the pension plan in the re- 
lationship between employees and employ- 
er. With the passage of the Federal Social 
Security Act it was decided temporarily to 
discontinue taking into the long-established 
pension plan employees who were newly 
hired. This was done so as to have adequate 
time to observe the effect of the new legisla- 
tion and to devise satisfactory means of 


From address delivered at a conference on Employee 
Pension and Profit-Sharing Plans, St. Paul. 


Courtesy of ‘‘The Spectator” 


“Just the man I wanted to see. I take it you’re 
the key man around here.” 


integrating a private company plan with 
the Federal program. Studies of these prob- 
lems were carried on over a period of yéars 
and with increasing intensity as the pro- 
portion on employees not within the scope 
of the Company pension plan mounted. 


Finally those who were most intimately 
concerned with the administration of the 
pension plan came to an agreement on a se- 
ries of recommended changes. By a dramat- 
ic coincidence, these were presented to a 
special pension committee of our Board of 
Directors on the day before employees went 
out on the most extensive strike in the Com- 
peny’s history. When the pension commit- 
tee later made its report to the entire Board 
of Directors, the strike was in full progress, 
with no clean indication of any early settle- 
ment. After the Board had considered the 
recommended principles of the revised plan, 
the question was raised whether it should 
be made effective, in light of the existing 
strike and the uncertainty of future rela- 
tions between employees and management. 
One member of the Board of Directors very 
wisely said, ““We should adopt the plan now. 
We will have employees in need of pension 
protection long after this strike has be- 
come a matter of dim and nearly forgotten 
history.” The Plan was adopted by unani- 
mous action of the Board end plans for an- 
nouncing it to employees were developed 
and carried through on an orderly schedule. 


A pension plan is a relatively complex 
program. With General Electric it was 
certainly not simplified by the fact that the 
Company already had in existence three 
different plans releting to pensions and also 
desired to give full credit for past service, 
entirely at Company expense, for the em- 
ployees who had been hired since the pas- 
sage of the Social Security Act, and hence 
were not in any of the existing pension 
plans. It was therefore decided that an- 
nouncement of the plan should be made by 
a series of articles published in the Com- 
pany’s employee pzpers, each article to 
deal with one or two phases of the pension 
plan. Thus there was opportunity to dis- 





cuss each point at length and to give em- 
ployees time to consider that point in rela- 
tion to their own future plans before the 
next installment appeared in the next 
week’s paper. 


Presentation of the entire plan had pre- 
viously been made to top management and 
then to various levels of supervision in the 
organization in a series of meetings planned 
to convey information and to give oppor- 
tunity to discuss the provisions of the en- 
tire program. For presentation to the group 
of 150,000 employees, use was made of book- 
lets, film slides, and even a colored comic 
strip that expressed some of the outstand- 
ing features of the plan in cartoon style. 
The revised plan was the subject of a series 
of national advertisements, designed to 
gain public goodwill, as the public came to 
realize that the Company was caring for 
its employees. 


After the complete plan had been pub- 
lished, a meeting was held with the national 
officers and representatives of the local 
unions. The plan was explained to them in 
detail, much as had been done with Com- 
pany supervisors. There was free discus- 
sion of the charges and reasons for each. 


Features of New Plan 


JP)ERHAPS this method of handling the 
subject, as well as the merits of the 
plan, contributed much to the wide-spread 
acceptance of it, even by those who are not 
inclined to be lenient in judging the Com- 
pany’s proposals. 
The union officials have spoken most fa- 
vorably of these features: 
a) The plan is available for all em- 


ployees, after completion of one year 
of service, 
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b) The formula has been established so 
that Social Security benefits are not 
deducted, in whole or part, from the 
calculated pension, 


Each employee will receive, as a min- 
imum, a return of all of his contribu- 
tions plus interest, 


If he retires, or even reaches the op- 
tional retirement age, he or his estate 
is assured of pension payments for a 
minimum of five years, 


Each dollar of employee contribution 
increeses his annual pension, at nor- 
mal retirement age, by 40 cents. That 
formula is simple and definite. 


Papers published by two of our local 
unions have attacked some details either of 
the plan or of the publicity. In each case, 
the attacks were seriously wrong in some of 
their basic statements. These mis-state- 
ments were promptly corrected in the Com- 
peny papers published in the same cities. 


The plan included a revision changing 
the normal retirement age for men from 70, 
to 65. This was in accord with a practice 
that had become generally accepted before 
the war, but that had been suspended dur- 
ing the extreme shortage of manpower. 
The union favors the establishment of age 
65 as a firm date for retirement, with only 
rare exceptions. A gradual transition is be- 
ing made to that practice, so that employees 
now over 65 will have reasonable notice that 
they will not be carried to age 70. 


The basic ecceptance of the plan is indi- 
cated by a complaint that pension rights 
are not being built up by union leaders dur- 
ing the extending periods when they are 
temporarily off the GE payroll and on the 
Union roll! 
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Employees Contribute and Benefit 


MPLOYEES value a plan more highly 

if they make some contribution toward 
the cost of it. The amount of that contribu- 
tion is probably not as important as the 
fact that the employee has decided that the 
benefits are worth some payment from him. 
Each time there is a payroll deduction, he 
is thereby reminded that he has certain 
‘protection and is building up rights to a 
retirement income. In accordance with this 
philosophy, the revised GE Pension Plan 
is contributory, with the employees con- 
tributing 2% of the first three thousand 
dollars of their annual pay rate and 5% of 
the amount by which their rate exceeds 
three thousand dollars. With this schedule 
of contributions, 94% of all eligible em- 
ployees have signed up for participation. 
This showing is all the more remarkable 
because 2/3 of present employees were en- 
rolled within the war period, and therefore 
have had service only during periods of un- 
usual and rapidly changing production 
schedules, and about 20% are women, who 
have, as a group, been loathe to join a pen- 
sion plan because they do not expect to con- 
tinue working the rest of their lives. To 
women, emphasis is given the value of the 
plan as systematic savings, available if 
they leave, and creating pension rights if 
they remain. 


Applications for participation in the Pen- 
sion Plan were taken while in the middle 
of reconverting most departments from 
war-time to peace-time types of production; 
while still individually and collectively suf- 
fering from the effects of the strike in the 
industry and the material shortages caused 
by strikes in other industries. Under pro- 
visions of the revised plan, combined with 
Social Security benefits, the long-service 
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employee is provided a gross pension in- 
come about half of his pay check. The So- 
cial Security benefits are tax-free, and the 
pension benefits will be taxed at lower over- 
all rates than were the wages; spendable 
income therefore approaches 60% of that 
to which he has been accustomed. 


Value of Plan Realized 


ECENTLY GE took over the manage- 

ment responsibility of a war plant that 
had been built, organized and operated by 
another large industrial company. One of 
the first questions asked by the new em- 
ployees was about the employee-benefit 
programs of their prospective new employ- 
er. These were explained and discussed, and 
necessary transitional features were ar- 
ranged to prevent any gap in their protec- 
tion. As a result of considering these and 
related questions of employment and living 
conditions, approximately 98% of the em- 
ployees made the transfer to our employ- 
ment. 

These experiences have confirmed Gen- 
eral Electric’s long-standing conviction that 
employees realize the value of systematic 
provision for their own old age and recog- 
nize the advantages of being employed by 
a Company that understands the problems 
of its aging employees. 


EIGHT OF THE ELEVEN members of the board 
of trustees of Stenchever Shoe Stores in Pas- 
saic and Hackensack, N. J., are elected by the 
60 employees. A minimum share of 20% of 
profits are also to be paid to them, according 
to a labor contract just signed with the United 
Management Association. Max Bodner, com- 
pany president, remarked that this association 
is organized on a basis where both employees 
and management can be members. 


ENTIRE LIBRARIES 
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ESTATE PLANNING PROCEDURE 


Getting the Data for Analysis and Design 


FRED W. PIERCE, C.L.U. 
Connecticut General Life Insurance Company, Los Angeles 


STATE Analysis and Planning should 

cover three distinct periods, (1) that 
which covers the additional lifetime of the 
owner including retirement, (2) the death 
of the owner and period of administration, 
and (3) the subsequent period during which 
the assets are conserved and/or expended 
for the benefit of the family. 


The most valuable asset any man ever 
possessed—his ability to earn an income— 
dies with him. The major objective of Es- 
tate Planning, therefore, is to so organize 
a man’s present assets and his plans for fu- 
ture asset accumulation and control as to 
provide the maximum net income to him 
end/or his family, taking into considera- 
tion, of course, preservation of capital, rea- 
sonable liquidity, etc. The entire process in- 
volves the three fundamentals of any sale 
—end a sale is made if the owner adopts 
our plan whether or not it involves addi- 
tional life insurance or annuities or a trust 
with a bank. These three fundamentals, ac- 
cording to the late Carroll C. Day, are Ob- 
servation, Interpretation and Decision. 


Observation, in our case. is the obtaining 
of complete information as to the estate 
owner’s situation and present and future 
ideas and the materiel with which those 
ideas are building or are to be built to frui- 
tion. 


Interpretation is the analyzing of that 
information. 
Decision is The Plan—the best plan. 


This article is based upon an address originally present- 
ed before the Life Insurance and Trust Council of Los 
Angeles. 


Information Required 


7 HAT information do we need from 
the estate owner? 


I. For whom does he want to provide? 
(a) Now, during his remaining earning 
period expectancy, (b) in the event of his 
death, (c) in the event of retirement, (d) 
in the event of permanent disability. Self, 
wife, children, former wife or wives, par- 
ents, other relatives, charities. Their names, 
dates of birth, condition of health, personal 
information factors which might affect 
planning for them. 


II. What incomes must they have as a 
minimum, when and for how long? 


(a) What are present standards of 
spendable income? (1) Gross income, (2) 
income taxes, (3) net income, (4) surplus 
for investment. 

(b) In the event of his death: (1) Read- 
justment period—one or two years after 
death, (2) children’s dependency period, 
(3) life of wife thereafter. 


(c) In the event of retirement or per- 
manent disability. Any discussion of income 
requirements involves possibility of infla- 
tion, at least rising costs of living. Mini- 
mums should be based on today’s standards 
and today’s costs. 

III. What additional incomes would he 
like them to have—when, how much, how 
long—what capital distributions? (a) In 
the event of reasonable further inflation, 
(b) college education of children, (c) mar- 
riage, (d) emergencies, (e) travel, (f) 
charities, (g) cash bequests. 
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IV. In the event of the cessation of 
earned income, what assets are now avail- 
able to provide the needed incomes and/or 
distributions of capital? When were they 
purchased, cost, encumbrances, present 
title, present value, maintenance costs— 
net incomes? Can recently purchased joint 
tenancy properties be traced back to rein- 
vestments of proceeds from sale of pre- 
viously owned joint tenancy properties? 
What are business interest values? Book 
values—net earnings averaged over past 
five years—five years prior to the war? The 
future of the business, particularly in the 
event of his death? Sons, employees, part- 
ners, widow as surviving owner and oper- 
ator of the business? Jewelry, autos, furs, 
art objects, cash in the bank? What liabil- 
ities are outstanding? How being amor- 
tized? What gifts have already been made, 
if any? Copies of gift tax reports, if any. 
Property subject to power of appointment. 
Location and contents of safety deposit 
boxes. Legal domicile. 


In addition to information, copies must 
be obtained of all legal or quasi-legal in- 
struments or documents involving his prop- 
erty including business interests—deeds, 
trusts, wills, agreements, income tax re- 


Your Path 
to Trust Profits 


More than three hundred banks 
are steadily adding to their trust 
department earnings by applying 
methods we have developed. 
These successful methods, dis- 
tilled from our long experience, 
are described for you in the book, 
YOUR PATH TO TRUST 
PROFITS. This book will give 
you time-tested methods for in- 
creasing your trust business. For 
your copy, write to 


Kennedy Sinclaire, Inc. 


New Business for Banks 
140 CEDAR STREET, NEW YORK 6, N. Y. 
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ports for past three or four years for self, 
wife, children and trusts, financial state- 
ments of business past three to five years, 
life insurance policies, even fire insurance 
policies. 


The Analysis 


FTER observation comes interpretation, 
the measuring job, the analysis, the 
first step of which is hypothetical probate. 
A. Figuring Estate Transfer Charges. 
(1) Valuation of assets, a particularly im- 
portant problem when business interests, 
leases, leaseholds, oil or mining lands, oth- 
er real estate, patents, inventions, royalties 
are involved. 

(2) Ownership of assets—titles mean lit- 
tle—who contributed to ownership, how, 
when? 

(3) Gross taxable estate, Federal, State, 
estate subject to probate. 

(4) Allowable deductions: attorney’s, 
executor’s and eppraiser’s fees, other costs 
of probate, income texes due and accrued, 
debts, real and personal property taxes, 
widow’s allowance, last illness and funeral 
expenses. 

(5) Federal and State death tax calcula- 
tions. 
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(6) Total costs of transfer—-sum of 4 
and 5. 
(7) Net estate after deducting costs. 


(8) What assets are available or would 
most likely be used to liquidate charges? 


(9) What assets left? 


(10) What net income after taxes and 
other fixed charges against gross income 
would remaining assets provide? 

B. Analysis of wife’s estate and transfer 
charges thereunder should she predecease 
the husband. Which assets would be taxable 
and why? 

C. Second probate of major estate, wife 
surviving and dying five years or more after 
husband. 

D. The analysis should then disclose all 
the factors which mitigate egainst the ulti- 
mate in purchasing power of the estate dur- 
ing all of the three periods previously men- 
tioned. A few of them, common to many 
analyses, are: 

(1) Lack of necessary liquidity, result- 
ing in losses due to forced liquidation of 
frozen assets. Not only is principal sacri- 
ficed but the potential income therefrom is 
forever lost. 


(2) Failure to take edvantage of the 
lower cost of making inter vivos transfers 
as compared to the cost of transferring 
property at death. Any such action would 
also affect the incomes and income taxes of 
members of the family group. 


(3) Unbalanced investment portfolio: 
over-emphasis on one type of asset; cepital 
accumulation as the apparent goal rather 
than income producing property; disre- 
gard of the distinctive utility of the annui- 
tv in its various forms. 

(4) Sole proprietorships and partner- 
ships which should be incorporated. Such 
action might favorably effect the income 
tax situation as well as facilitate the mak- 
ing of gifts. 

(5) Lack of, or improperly drawn, buy 
and sell agreements covering business in- 
terests which might lead to income and es- 
tate tax complications with resulting detri- 
mental effect on incomes. 

(6) Improper coordination between life 
insurance and general property. 

(7) Improperly drawn wills or no will at 
all. 

(8) Disregard of the many advantages 
accruing out of the judicious use of trusts 
— living, revocable and irrevocable — and 
testamentary. 

Incompetent management of estates may 


PARKE-BERNET 
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Specialists in liquidating at pub- 


lic auction art, literary and other 
personal property for attorneys, 
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* Illustrated brochure available to trust 
officers and law firms on request 


be responsible for greater losses than the 
transfer charges inflict. Too many plans 
emphasize reduction of initial transfer 
charges to the exclusion of other impor- 
tant factors. Too little attention is given 
to probate and post-probate management, 
conservation end successive taxation. We 
in the life insurance business should not be 
too eager to agree with our clients that per- 
sonal property management by widows, 
other heirs or personal trustees is as ac- 
ceptable—just because corporate trustee- 
ship requires additional selling. 


The Planning 


ROPER planning must be geared to the 

fundamental premise — maintenance 
of income at a maximum level during the 
three periods with which we are concerned. 
Our final recommendations for the client’s 
consideration will incorporate all the cor- 
rective steps and procedures which are 
available, feasible, practicable and sound. 


We cannot pose as investment counsellors 
as well as estate planners, but we shall fail 
as estate planners unless we point out the 
income possibilities or lack of same in a 
man’s plan, present or future, as compared 
to some other plan. We must impress our 
client with the fact that maintenance of in- 
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come is the most important thing in life 
and that investment yield on top of earned 
income is a luxury, whereas property yield 
when there is no earned income is the dif- 
ference between living and existing, pro- 
vided there is enough. 

The income possibilities of various prop- 
erty. combinations among all members of 
the family group offer, in many instances, 
the real key to problem solution in estate 
planning. The less incomes texes, the more 
net income; the more net income, the bet- 
ter the standard of living and the more 
they will have for investment against the 
time when property income must do the 
whole job. 


Before corrective steps or procedures are 
finally recommended, their effect should be 
checked against every phase of the estate 
plan: his wife’s estate transfer charges 
should she predecease, present and future 
net incomes, his plens for his own retire- 
ment, etc. The problem of the most effective 
use of life insurance, existing and pro- 
posed, must be considered from all angles. 
Should it be used for family income, estate 
transfer cost liquidation or both? Should 
the trustee be the beneficiary of all or part 
of the proceeds and to what extent are the 
income options available to the trustee if 
such procedure seems advisable? 


Finally, the plan should be checked as to 
its flexibility to meet changing conditions; 
as to how future changes in laws and court 
decisions might affect it. Are the changes 
recommended nevertheless advisable and 
feasible in view of possible adverse rulings 
and decisions? Does it accomplish the ori- 
ginal objectives and conform to the best in- 
terests of all parties involved in the family 
plen? 


The Presentation 


UR formal Estate Analysis and Plan- 


ning proposal should incorporate a 
complete discussion under the following 
headings in more or less the order pre- 
sented: 

1) Statement of situation—A brief re- 
view of the information obtained in the in- 
formation getting interview. 

2) Statement of broad objectives—(a) 
To guarantee the client end his benefi- 
ciaries as far as possible the maximum con- 
stant flow of income regardless of what 
might happen to the client, his business or 
other financial ventures. (b) To develop 
some plan which will conserve to the largest 
degree possible the bulk of the estate for 
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the successive heirs, avoiding every unnec- 
essary shrinkage caused by taxation or 
forced liquidation to meet the cost of pro- 
bate, administration and taxation — thus 
facilitating the accomplishment of (a). 

3) Analysis of business ventures in- 
cluding an estimate of the probable valua- 
tions of other assets not readily appraised. 

4) Estate and inheritance tax—A brief 
statement of existing law, including ex- 
emptions allowed and particularly their ef- 
fect on joint tenancies, etc. 

5) Asset inventory and calculation of 
estate transfer costs. 

6) Payment of costs — Assets which 
would most likely be used or would have to 
be used to cover such costs. 

7) Income analysis — Probable net in- 
comes from residual estate after fixed 
charges against gross income are deducted: 
income taxes, mortgage interest and inter- 
est on notes, property taxes, property main- 
tenance, trustees fees. 

8) Analysis of wife’s present. estate and 
estate transfer costs in event she prede- 
cerses. Assets to be used to cover such 
charges. 

9) Gift tax. 

10) Procedures available for 
in transfer costs. 

11) Costs of transferring revised estate. 

12) Revised income analysis. 

13) Analysis of wills. 

14) Life insurance analysis. Recommend- 
ed corrections of legal and technicz] points. 

15) Estate coordination. Coordination of 
existing life insurance with general prop- 
erty estate indicating best possible cash and 
income delivery from entire portfolio. 

16) Have objectives been attained?—A 
statement of deficiencies still existing after 
paragreph 15 is measured back against the 
calculated minimum and maximum objec- 
tives for cash and incomes required. 

17) Conclusion—Recommended solutions 
to eliminate deficiencies and to complete ob- 
jectives—new life insurance, living trusts, 
testamentary trusts, etc. 


reduction 


THE INDIANA TRUST CONFERENCE will be held 
at the Oliver Hotel in South Bend on April 
3 and 4. Robert A. Brown of Northern Trust 
Co., Chicago, will speak on Pension Trusts 
for Banks; Kenneth Peek of Union Trust 
Co., Indianapolis, on fiduciary income taxation; 
and John Alexander, counsel for the Indiana 
Bankers Assn., on Joint Tenancy. 





IT IS NO PROBLEM 
TO WORK WITH A MAN 
WHO KNOWS YOUR PROBLEMS 


CONN 
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a ae General Life Underwriters are used 
to working with Trust Officers because their whole training has pointed 
toward estate analysis and planning, the formulation of business in- 
surance plans, employee retirement plans and the like. This being 
the case, their background as well as their daily working experience 
gives them a thorough recognition of the problems faced by the 
Trust Officer, and enables them, through this understanding, to be of 
real assistance in helping solve a mutual client’s problems. The 
availability of Connecticut General’s Advisory Bureau on technical 


problems is also an important factor in their work. 


Then, too, the Life Underwriter is in constant contact with new 
clients who need the professional services of both Trust Departments 
and Legal Counsel. It is certainly to the Underwriter’s interest to 
see that these special needs of his client are well served, and he can 


often originate important new business for Trust Departments. 


If the card says Connecticut General, your caller may help solve some 


of your problems. He certainly will not create any new ones. 


CONNECTICUT GENERAL 
LIFE INSURANCE COMPANY 


HARTFORD, CONNECTICUT 
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Where There’s A Will... 


MAX GARDNER, who died just prior 
. to his sailing as ambassador to Great 
Britain, gave his executor, Wachovia Bank 
and Trust Co., broad discretionary powers 
in disposing of his property. Mr. Gardner, 
who first won national prominence as Gover- 
nor of North Carolina and later Undersecre- 
tary of the Treasury, left specific bequests 
amounting to $587,000 for charitable and 
educational undertakings, the remainder of 
his estate, estimated at $6,000,000 going to 
his widow and three children. Trusts of 
$100,000 and $65,000 were provided for two 
grandchildren. 

The specific bequests include a perpetual 
trust of $25,000, the annual income from 
which is to be awarded each year to the 
member of the faculty of the University of 
North Carolina making the greatest con- 
tribution to humanity during the year. 
There was also an additional $250,000 for 
the previously established Gardner Founda- 
tion for aid to charitable and educational in- 
stitutions, and a $100,000 life insurance 
policy to Gardner-Webb Junior College. 


* * * 


DOLPHUS BUSCH MIII, president of 
Annheuser-Busch, Inc., brewery, left 
his residence to his wife for her use for life, 
with power of disposal. Upon her death, if 
it has not been disposed of, it passes to 
daughter Sallie. The other daughter, Marie, 
receives a farm. The rest of the estate is 
placed in trust for the equal benefit of the 
widow and the two daughters. 


As our trust business grows it is 
our pleasure to work with an in- 
creasing number of attorneys in 
Estate and Trust Administration, 
for we always refer men and 
women to their own attorneys for 
all legal work in preparing wills 
and trust agreements and expect 
their attorneys to serve as counsel 
in the settlement of Estates. 


The Plainfield Trust Company 
Plainfield, New Jersey 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 


Mr. Busch exercised a power of appoint- 
ment over the assets in his mother’s trust, 
which is to be included in the trust for the 
benefit of Mrs. Busch. He also exercised a 
power of appointment over the assets in the 
trust created by his father, two-thirds of 
which is to be added to the trust for the 
benefit of Mrs. Busch, and one-third of 
which is to be added to the trusts created 
for the two daughters. St. Louis Union 
Trust Company was named co-executor and 
co-trustee. 

* * * 

HARLES M. COHN, chairman of the 

board of Consolidated Gas, Electric 
Light & Power Co. of Baltimore, bequeathed 
$11,500 to friends and associates, $100,000 
to Loyola College and $45,000 to other char- 
itable institutions. With a trust company as 
trustee, Mr. Cohn set aside $100,000 in trust 
to pay the income to his sister-in-law and, 
upon her death, to purchase an annuity from 
a life insurance company for her son. The 
residue of the estate is also left in trust to 
maintain his residence and permit his sister 
to occupy it rent free. The sister will receive 
the income and so much of the principal (not 
exceeding $50,000 in the aggregate during 
her lifetime) as the trustee in its discretion 
deems necessary or advisable for her com- 
fort and welfare. Upon her death, 50°: of 
the remainder is to be paid over to The Com- 
munity Fund of Baltimore, and 25“ each to 
the local Catholic and Jewish Charities. Fi- 
delity Trust Compeny of Baltimore was 
named executor and trustee. 


OTHER APPOINTMENTS: 


Bankers Trust Co., New York; successor 
executor and trustee: Bartlett Arkell, one 
of the founders of Beech-Nut Packing Co. 
and its president for fifty years. 


Hackensack (N. J.) Trust Co., co-execu- 
tor: William H. Matthies, director of re- 
search that led to dial telephone system. 


First National Bank, Kansas City, Mo., 
co-executor and co-trustee: Edward F. 
Swinney, chairman of the executive com- 
mittee of the bank. 


Wilmington (Del.) Trust Co., co-execu- 
tor and trustee: George T. Adams, vice 
president and secretary of the Coca-Cola 
Co. 


Girard Trust Co., Philadelphia, co-execu- 
tor and co-trustee:, Frank Cross, secretary- 
treasurer of the Sun Oil Co. 





Results of Small Estates Campaign 


HE trust development program, inaugur- 
ated by the Security-First National Bank 
of Los Angeles two years ago, has resulted 
in new trust business totaling $113,000,000 
in 1946, George M. Wallace, chairman of the 
board reported last month. This included 477 
new court and private trusts with assets of 
$39,733,000, plus 1924 new wills covering 
estates of estimated value of $75,205,000. 
“Our offer in March 1944 to settle estates 
as small as $1000, coupled with our recent 
campaign to render a more human, personal- 
ized service, has brought into our bank num- 
bers of people of moderate means who need 
and appreciate trust service,” said Mr. Wal- 
lace. “Few wills covering $1000 estates have 
been offered us, but we received last year 
over 1900 wills providing for the disposition 
of estates averaging $40,000. Estates of this 
size we can handle well, to the satisfaction of 
the heirs and beneficiaries, and at a profit to 
ourselves.” 


The bank’s branch system is a major factor 
in obtaining new trust business, according to 
Mr. Wallace, who pointed out that of the 
bank’s 123 offices and branches, 115 secured 
new trust business in 1946. 

A well-rounded advertising and promotional 
campaign supporting the new business pro- 
gram has been in progress since 1944, it was 
pointed out by Senator L. H. Roseberry, Vice 


ees bant Axrovut Bava oF Los ANGELES. 
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George M. Wallace, Chairman of the Board 

of the Security-First National Bank of Los 

Angeles, receives the report of L. H. Roseberry, 

Vice President and Manager of the bank’s 

Trust Department, showing. the marked up- 
ward trend in new trust business. 
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President and Manager of the trust depart- 
ment of the Security-First National. “We 
have been consistent users of newspaper ad- 
vertising, radio, direct-by-mail, counter cards, 
booklets and other advertising media,” said 
Senator Roseberry. “Our expenditures along 
this line, averaging about $24,000 yearly, have 
brought outstanding results. Early in 1946 
we set a goal of $100,000,000 in new business 
in hand and in expectancy. This goal was 
passed in 11 months. 

“The accent in our advertising and pub- 
licity in 1946 has been on ‘personalized trust 
service,’ that is, the human side of our 
property management for our beneficiaries. 
During the previous year we stressed our 
willingness to handle small estates. The pop- 
ular appeal of these two approaches is well 
demonstrated by the rising rate at which we 
are acquiring new trust business and by the 
increased number of letters of appreciation we 
receive from our clients. A booklet containing 
some of these unsolicited letters, selected from 
over 100 in our files, is now being distributed 
and is receiving an excellent response.” 


Life Assurance Sales in Britain 
At All-Time High 


HE money value of ordinary life assur- 

ances taken out in Britain in 1946 was 
almost double that of 1945 and more than 66 
per cent above that of 1938. Even in real 
terms—that is, allowing for the intervening 
fall in the value of money—the total is an 
all-time record. 


In addition to pent-up demand of demobi- 
lized servicemen and munitions workers, as- 
sured persons were much more alive to the 
fall in the value of the pound and were in- 
creasing their coverage in an endeavor to 
offset the decline, observed The Economist. 
At the same time, the weekly continued, “nu- 
merous policies have been issued to satisfy a 
more or less unqualified investment demand 
from small capitalists who aim at partially 
shifting to the professional backs of the com- 
panies the difficult investment problem with 
which they are faced’’. 

Noting that of £68 million total assured 
by Prudential, the leading underwriter, some 
£19 million were from abroad, The Economist 
concluded: “The amount of life assurance 
done overseas by British offices has always 
been very limited and the fact that last year 
about 28 per cent of the new business of this 
colossal office came from abroad may there- 
fore assume significance.” 


JOINT AND MUTUAL WILLS was the subject 
of the talk given at the February meeting of 
the Trust Council of Fort Worth by George 
M. Conner of the law firm of James & Conner. 
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A TYPICAL ESTATE PLAN 


Submitted at 1946 Convention of Financial Advertisers Association 


F. MILES FLINT 
Asst. Trust Officer, Citizens National Trust & Savings Bank, Los Angeles 


Dear Mr. Elliott :* 


OLLOWING our recent meeting with 

Mr. John Sargent, Mr. Butterly and I 
have given considerable thought to your es- 
tate problems, bearing in mind the follow- 
ing important points outlined by you on 
that occasion: 

1. You would like to have Mrs. Elliott re- 
ceive $1,000 per month for the six-year 
period immediately following your de- 
mise. 


. You would like her to receive thereafter 
the sum of $500 per month, for life. 


. You wish these amounts to be guaran- 
teed, insofar as practicable, by insurance 
companies, so that there will be no de- 
pendence upon your interest in the busi- 
ness or other general estate assets for 
this income. In other words, net income 
from your general estate will simply 
augment your basic guaranteed program. 

. Mrs. Elliott has had little investment 
experience, and would likely be the vic- 
tim of appeals for aid from indigent rel- 
atives. 

We attach hereto, as Exhibit A, a state- 
ment of fects as to your family status, your 
assets and those of your wife, and hope that 
you will check these carefully, to be sure 
of their accuracy. 


Insurance Program 


T is understood that Mr. Sargent is mak- 

ing a detailed analysis of your insurance 
policies and, particularly, the optional set- 
tlements available thereunder; also, that he 
will submit suggestions as to additional in- 
surance required to meet the minimum in- 
come payments above stipulated. In this 
connection, however, we understand that a 
salary continuation plan which we have 
recommended to you may possibly solve the 
problem of raising $500 a month for at 
least some part of the first six years follow- 
ing your demise. 


Business Interest 


E should like to reiterate our sugges- 
tion that the stockholders of the ABC 


*All names fictitious. 


Corporation enter into an agreement under 
which insurance is purchased on the lives 
of each, so as to enable the survivors to buy 
out the interest of a deceased stockholder. 
We realize that the views of the principal 
stockholders are at variance with this sug- 
gestion at the present time, but hope that 
you continue to keep it in mind. A brief 
summary of the highlights of such a plan 
appears on the attached Exhibit B. 


Cash Requirements of Your Estate 


E have first estimated the cash needs 

of your estate, assuming that your 
demise would occur without any change in 
your present arrangements having been 
made. Inasmuch as all of your property is 
taxable in view of the way the title now 
stands, including the face amount of your 
insurance—or an aggregate gross estate of 
$180,000—the Federal government would 
assess a tax of approximately $24,000. Fu- 
neral and probate expenses and the Califor- 
nia Inheritance tax would make the total 
shrinkage approximately $30,000. This is 
a heavy drain, far in excess of the value of 
your liquid assets, and should be minimized 
if possible. 


Mr. Sargent informs us that an addition- 
al $35,000 of insurance will be required to 
carry out your expressed desires, and if 
this coverage is paid for out of your earn- 
ings, or from the proceeds of community 
property, the entire $35,000 will also be 
subjected to the Federal tax in the event of - 
your death, adding a further tax of ap- 
proximately $10,000. Therefore these addi- 
tional insurance proceeds, if premiums are 
paid by you, would only be worth approxi- 
mately 71c per dollar, and your estate would 
be harder pressed than ever for cash, if 
your basic plan is to be carried into effect. 
(See Exhibit C for various calculations of 
the possible shrinkage in your estate). 


Gifts: One course of action which is 
available is the reduction of your taxable 
estate by gifts of some portion of it to Mrs. 
Elliott. If outright gifts are made, you of 
course lose all dominion over the property 
involved, and Mrs. Elliott, in the event of 
your death, would ‘be saddled with invest- 





EXHIBIT “A”: STATEMENT OF FACTS 
as to 
Estate of George P. Elliott 


FAMILY STATUS: 


Husband—George P. Elliott, age 52 
Wife—Mary A. Elliott, age 52 
Daughter—Winifred T. Elliott, age 26 
Daughter—Frances S. Wilson, age 24 (mar- 
ried. No children) 
Daughter—Helen B. Elliott, age 22 
Son—William C. Elliott, age 17. 


PRESENT WILLS: 


George P. Elliott, husband—All to wife. No 
contingency provisions. 
Mary A. Elliott, wife—No Will. 


ASSETS OF GEORGE P. ELLIOTT: 


Description Title 


Stock in ABC Close Own name— 

Corp. (16% interest)._Community $32,000 
Securities—Liquid 10,000 
Securities—Non-Liquid _ 14,000 
Club Memberships 5,000 
Equity in Pension Fund 6,000 
Automobiles & Personal 


Value 


11,000 
2,000 
Equity in Home 
($35,000 less TD loan 
$5000) Joint Tenancy 
(Community Origin) 30,000 


$110,000 
*INSURANCE: 


Face Amount (Premiums paid by 
Husband from Community Funds 
Double Indemnity on $62,000) 


ANNUAL INCOME: 


Salary 

Bonus 

Stock in Business 
Securities 


$70,000 


_ 15,000 
8,500 
1,000 

500 


$25,000 
SEPARATE PROPERTY ASSETS 
OF WIFE: 


Securities 


gash Le eR es _....... § 2,500 
Vested Inheritance, due in one year 


3,500 


$6,000 


(*See Attached Schedule) 


ment and manzgement problems respecting 
any such assets. On the other hand the sav- 
ing is so substantial we should explore this 
subject further at our next interview. 
Insurance: Mrs. Elliott may be able to 
arrange to purchase the additional insur- 
ance on your life, so as to keep the proceeds 


“Producing the benefits of hindsight for the 

imperative, although unforeseen, need by 

substantial term loans against the security 
of trust estates.” 


FUNDING CORPORATION 


NEW YORK 16 _ NEW YORK 


EXHIBIT “B”: BUSINESS INSURANCE 
TRUST 
FACTS 

Age Interest 

16% 
34% 
50% 


Stockholder 
Elliott 


Value 
$ 32,000 
68,000 
100,000 


$200,000 


100% 


INSURANCE NEEDED FOR SURVIVORS 
TO ACQUIRE 50-50 INTEREST IN STOCK 
OF DECEDENT: 


On Elliott On Brown OnGreen 

Elliott -0- $34,000 $50,000 

-0- 50,000 

16,000 34,000 -0- 

ANNUAL GROSS PREMIUM COST TO 
ELLIOTT (Ordinary Life Policies): 


$34,000 on Brown $2,064.48* 
$50,000 on Green $3,884.50** 


ADVANTAGES OF BUSINESS INSURANCE 
TRUST: 


. Preserves uninterrupted unity of control. 
2. Assures continuance of successful policies. 


. Prevents friction otherwise possible if hos- 
tile interests enter business. 


. Provides disinterested, competent services 
of corporate trustee, assuring faithful per- 
formance of the terms of the trust. 


. Permits administration of insurance pro- 
ceeds in flexible trust for benefit of deced- 
ent’s family. 

. Most effective arrangement for collection of 
value of decedent’s interest in the business 
in excess of insurance proceeds — i.e. col- 
lection of notes for balance due. 


*Average anticipated dividend for 15 years $12.11 per 
M on $34,000 would reduce annual cost by $411.74. 

** Average anticipated dividend for 15 years $15.46 per 
M on $50,000 would reduce annual cost by $773.00. 
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from being taxed in your estate. If she is 
to buy insurance on your life which is tax 
exempt in your estate, the premiums must 
be paid from her separate funds, which at 
the moment have a value of only $2,500 
(excluding her joint tenancy interest in the 
home), although within the year they 
should amount to $6,000. Mr. Sargent in- 
forms me that the gross annual premiums 
on the $35,000 of needed insurance will 
amount to approximately $2,000, so these 
separate assets of Mrs. Elliott would hard- 
ly justify so ambitious an insurance pro- 
gram, unless other property can be made 
available for this purpose. Gifts from you 
are not possible as a means of supplying 
the funds, since you would then be held to 
have made indirect payment of premiums. 


One solution suggests itself and should 
be carefully explored with your tax counsel, 
viz: the purchase by you of your wife’s un- 
divided one-half interest (as a joint ten- 
ant) in your home. Counsel will be able to 
tell you whether the proceeds from such a 
sale would represent a fund from which 
your wife could safely pay these premiums. 
We are certainly not proposing 2 subter- 
fuge, but suggest consideration of this 
point, having in mind that your wife now 
owns as her separate property a one-half 
interest in the home, which interest, on to- 
day’s market, has a fair value of $17,500. 
A sufficient amount of money is, therefore, 
at stake to justify exhaustive research on 
this point. 


Advantages of Trust Under Your Will 


UR above calculations have assumed an 

outright distribution of your estate to 
your wife upon the termination of probate 
proceedings. There would be some addi- 
tional savings in taxes in your estate if the 
residue is held in trust for your wife, for 
life, with the remainder over to your chil- 
dren. There will be additional sevings in 
your wife’s estate in the event she survives 
you by five years, in that your assets would 
not be pyramided upon her own estate at 
such time for tax purposes (See Exhibit 
C). Further advantages would accrue from 
such a trust arrangement, as follows: 
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EXHIBIT “C”: SHRINKAGE 
1. PRESENT ESTATE*—PRESENT PLAN 


A. At Death of Mr. Elliott 


Funeral Expense 
Probate Expense 
Taxes—A pproximate 


$30,300 
B. At Death of Wife** 
Funeral Expense 
Probate Expense 
Taxes—Approximate _____. 


$ 1,000 
3,700 
3,000 


$ 7,700 
Shrinkage in Both Estates __.$38,000 


II. PRESENT ESTATE—TESTAMENTARY 
TRUST 
A. At Death of Mr. Elliott 


Funeral Expense 
Probate Expense* ae 
Taxes—Approximate 


....$ 1,000 
4,000 
24,800 


$29,800 
B. At Death of Wife 


Funeral Expense 
Probate Expense - 
Taxes __ 


....$ 1,000 
x 600 


$ 1,600 
Shrinkage in Both Estates __ $31,400 


Ill. AFTER DIVISION OF GENERAL 
ASSETS WITH WIFE 


(Estates Kept Separate by Trusts Under 
Wills) 
A. At Death of Mr. Elliott 
Funeral Expense 
Probate Expense 
Taxes—Approximate .- 


$14,000 
B. At Death of Wife 


Funeral Expense _..---- 
Probate Expense -_._..- 
Taxes—Approximate 


$ 1,000 
3,000 
800 


$ 4,800 


Shrinkage in Both Estates __ $18,800 


*General assets of $110,000 plus insurance of $70,000. 
**More than five years after death of Mr. Elliott. 
**%* Joint tenancy treated as community property. 
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1. The plan could be mede very flexible, 
i. e. your wife could receive the net income 
from the will trust, and the trustee could 
be granted discretion to use principal for 
her benefit, or for the benefit of the chil- 
dren, in the event of unforeseen emergen- 
cies. The whole arrangement may also be 
coordinated with your insurance program. 


2. The interests of all beneficiaries would 
be free from the claims of their creditors, 
from attachment and from execution. 


3. The trustee could be given as much 
or as little investment discretion 2s you 
might wish, or it would be possible to give 
your wife a veto power over the invest- 
ments suggested by the trustee, if this plan 
seemed preferable. 


4. Your wife and children would have 
the benefit of consultation with the trustee 
on investment and business matters. 


5. Your family would not be burdened 
with the onerous and technical responsibil- 
ities involved in the probate of your estate 
or the administration of a trust, thereby 
avoiding all of the complicated tax, account- 
ing and procedural problems so unfamiliar 
to the layman. 


6. The trust would provide, in the event 
of the death of your wife, for outright dis- 
tribution to your children, and would avoid 
the necessity for the probate of the assets 
therein in your wife’s estate. 


We shall look forward to an opportunity 
to discuss these observations with you, Mr. 
Sargent end your attorney, with a view to 
evolving a sound, well-rounded program de- 
signed to provide maximum protection for 
your family at minimum expense. 


Sincerely yours, 
F. M. FLINT 
Assistant Trust Officer 
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Will Drafting Contest 


WILL drafting contest open to students 

at the Law School of the University of 
Washington is being sponsored by the Seattle 
Life Insurance and Trust Council. The main 
objective of the contest, as set forth in the 
rules prepared by the committee of which 
Walter J. Brewer (Seattle-First National 
Bank) is chairman, is “to impress young law- 
yers with the necessity of a careful over-all 
estate plan covering the use of such items 
as life insurance, life insurance trusts, option 
settlements, trusts under wills and other in- 
struments, and also the importance of careful 
draftsmanship of the will and related docu- 
ments so as to coordinate all parts of the 
over-all plan.” 

The judges who wil laward prizes of $250, 
$100 and $50 will be five in number: one 
member of the law faculty chosen by the 
Dean, three practitioners selected by officials 
of the local bar association, and one trust 
officer picked by the Council. 

The contest closes May 1, and it is expected 
that the prizes will be given at special meeting 
of the Council in June. 


Life Trust Council Elects 


AT THE ANNUAL MEETING of the Milwaukee 
Life Insurance & Trust Council in January, 
the following officers were elected for the 
year: President: Harry E. Bradley, assistant 
trust officer of First Wisconsin Trust Co.; 
Vice President: Abner A. Heald, general man- 
ager of John Hancock Mutual Life Insurance 
Co.; Secretary-Treasurer: S. M. Driessen, 
assistant trust officer and assistant vice pres- 
ident, Marshall. & Ilsley Bank. There are 
four meetings each year, with a total of 60 
members in the organization. 

The Honorable Judge Michael S. Sheridan 
spoke on “Reflections of a County Judge, 
Particularly With Respect to Wills and Ad- 
ministrations.” 
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New Business Notes 


pid insurance and wills: Montclair 
(N.J.) Trust Company has made wise 
use, we think, of the excellent advertisement 
“Why You Owe It To Your Family To Make 
A Will,” number 11 in the series of family 
messages sponsored by the Life Insurance 
Companies in America. (See page 178 of the 
February issue.) Copies of the advertise- 
ment were enclosed in a recent mailing to 
the trust company’s list, with a note from 
vice president and trust officer E. D. LaRue. 


“Some of our Best Customers are Babies.” 
This headline features copy recently used 
by Trust Company of Georgia in Atlanta 
papers. The text refers to the scores of chil- 
dren whose fathers entrusted their estates 
to the bank, insuring them a carefree child- 
hood and relieving their mothers of the bur- 
dens and dangers of estate management. 


“The self-made man is a myth.” No man 
acquires knowledge or money without help 
of others. And so it is with the conservation 
of his estate, says the Fidelity-Philadelphia 
Trust Company in a recent mailing piece. 
Citing the flexibility of modern trusts to 
meet changing personal and economic con- 
ditions, the copy suggests enlisting the com- 
pany’s energy and time in conserving the 
recipient’s estate. 


What is your answer? “As a general rule, 
should the attorney and life insurance un- 
derwriter be brought into the case before 
final approval of the estate plan by the pros- 
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pect?” A dozen trustmen give their answers 
to this delicate question in the February is- 
sue of the F.A.A. Bulletin. The policies re- 
flected by the replies (with exceptions as for 
all rules) range from calling in both the 
lawyer and insurance man at the earliest 
possible moment, to delaying one or the oth- 
er’s participation until the plan is finally 
determined upon. 


“To each of my five brothers ...” This is 
another in the series of newspaper adver- 
tisements, used by Industrial Trust Com- 
pany of Providence, based on a survey 
among judges and lawyers to determine the 
most frequently met mistakes in wills. Here 
is a bequest of $15,000 to each of the testa- 
tor’s five brothers, with the residue going 
to the widow. The advertisement reports the 
experience of members of the Bench and 
Bar, as well as trust officers, with clauses of 
this type which resulted in the primary 
beneficiary’s receiving much less of a depre- 
ciated estate than was intended by the tes- 
tator. 


“Your Path To Trust Profits,” embodying 
sixteen years’ experience in getting new trust 
business for banks has just been published by 
Kennedy Sinclaire. The book outlines the steps 
for a bank to take to put profitable new trust 
business on its books. The publishers feel that 
regardless of the agency it works with, the 
bank will find this book a useful and informa- 
tive guide. A copy may be obtained with- 
out charge by writing to Kennedy Sinclaire, 
Inc., 140 Cedar Street, New York 6. 
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THE FIRST NATIONAL BANK 
AND TRUST COMPANY 
OF BRIDGEPORT 


Chart sent with the last dividend to all stockholders of the First National Bank and 

Trust Company, Bridgeport, Conn., shows position in relation to other banks in per- 

centage of increase in trust assets. The banks used in the comparison are of a 

comparable size to the First National Bank and its trust department. The banks were 
referred to only by colored letters in the original drawing. 


ee See, ee | ce a i 





NEW BANKING LAW SECTION ORGANIZED 
Speakers Discuss Mutual Drafting Problems 


TTORNEYS in general practice and 

those engaged directly in trust or gen- 
eral banking could serve the public tre- 
mendously by launching a post-war move- 
ment to put the legal profession on Basic 
(Plain) English, declared John W. Rem- 
ington in an eddress before the first meet- 
ing of the newly organized Banking Law 
Section of the New York State Bar Assn., 
held on January 23. 


“The general construction of an agree- 
ment may be the cause of much misunder- 
standing on the part of the person execut- 
ing it,” continued Mr. Remington, who is 
vice president and trust officer of Lincoln 
Rochester Trust Company. “Recently I have 
seen a slight but commendable tendency on 
the part of attorneys to use the words “T’’, 
“me”, “my”, and “mine” in the place of the 
word “Settlor” or the word “Donor” -in 
trust instruments. The use by some attor- 
neys of the last name of each of the par- 
ties to a contract in the numerous places 
where legal custom has called for the rep- 
etitious phrases, “the party of the first 
part’, “the party of the third part’, etc. 
seems a great gain in clarification. 


“I do not intend to convey the idea that 
an important will with trust provisions or 
an involved contract can be set forth in 
simple, direct English on one page. But 
some of the paragraphs of those documents 
could easily be restated in language which 
would be more easily understood by clients 
and without some of the redundant phras- 
es, which so easily develop from long usage 
and find their way into well recognized 
form books.” 


Turning to methods by which the banker 
can aid the practicing attorney in serving 
his clients, Mr. Remington cited life insur- 
ance company advertising which has 
stressed preventive medicine and regular 
physical check-ups to help discover serious 
ailments at an early stage, and suggested 
that trustmen can similarly aid customers 
in their thinking so that clear but effec- 
tive plans can be formulated when an estate 
or trust program is being discussed. 
“Trustmen often have the first opportunity 
to discuss the disposition of a man’s prop- 
erty with him. At this initial point proper 
preliminary planning can be of much as- 
sistance to the lawyer who will prepare the 


will or trust instrument. Again the admin- 
istrative officers in a trust department, 
whether they be law trained or not, have a 
great opportunity to prevent loss of time 
and money by early recognition of an un- 
usual legal question in an estate or trust 
under administration. Many a surcharge 
suit, which may involve loss to the trust 
institution or to some beneficiary, could 
be prevented by early recognition of the 
problem and by promptly referring it to 
the attorney who is acting as counsel in 
that particular estate or trust. This type 
of preventive procedure, in addition to ac- 
complishing an economic gain, has the 
value of maintaining a cordial relationship 
with the people whom the lawyer and the 
banker serve. 

“We feel a strong obligation to help our 
customers in planning their estate affairs 
so that an effective administration can fol- 
low in the future. An opportunity to make 
an analysis of the existing factors often 
presents itself. In such an analysis a qual- 
ified insurance man may prove most help- 
ful as life insurance may form an important 
part of the estate. 

“In recommending corrective procedures, 
a trustman must be ever mindful that the 
lawyer for the customer must be consulted 
as to the feasibility of the program. And 
the lawyer must determine how the plan, 
if sound, can be wisely and properly set 
forth in a will or trust instrument. Irre- 
vocable trusts and absolute gifts may ap- 
pear to have merit but the consequences 
of making them should be carefully consid- 
ered. The act, once completed, cannot be al- 
tered or the program reversed. 


“The need for understanding and co-or- 
dinated effort on the part of the practicing 
lawyer and the trust officer is great. And 
through close relationships that need can 
be and is being recognized.” 


Effects of No Exculpation 


rIWWHE inevitable effect of the 1936 amend- 

ment to Section 125 of the Decedent 
Estate Law, prohibiting exculpatory claus- 
es in wills, has been to force trustees, “as 
a mere matter of self-protection, to in- 
cline to stick to legals and to frustrate the 
intention of the testator who consciously 
prefers that his trustee should be at liber- 
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ty to broaden his investment portfolio,” 
asserted McCready Sykes, of the New York 
Bar, in a picturesque talk in which he vis- 
ualized yield as the flow of milk from vari- 
ous faucets on an investment board. 


By denying testators the right to relieve 
their trustees of liability for failure to ex- 
ercise due care, the legislature has placed 
fiduciaries at the mercy of the hindsight 
judgment of courts as to the prudence of 
a particular investment made, perhaps, 
many years earlier, Mr. Sykes declared. 
Hence, the flight to “legals,” which offer 
some measure of legislated protection. The 
grant of wide discretion in making invest- 
ments may to some extent retrieve part of 
the field closed by the limitation on excul- 
patory clauses, Mr. Sykes concluded. 

DeBanks M. Henward, vice-president of 
the Syracuse Trust Company, was elected 
chairman of the new section. Named vice- 
chairman was Edward Cristy, Rochester at- 
torney, and secretary for the coming year 
will be Chester Wood, secretary of the Bar 
Association. 

The purposes of the new organization, 
Mr. Henward said, were to develop more in- 
terest and better understanding of banking 
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law by bank-employed attorneys and attor- 
neys representing banks, and to furnish a 
medium through which they could discuss 
common problems. 

Also named by the meeting was a repre- 
sentative board with members from nine 
districts in the State, as follows: 


1—James M. Trenary, vice-president 
United States Trust Co., New York City. 

2—Platt K. Wiggins, Brooklyn. 

3—Samuel E. Aronowitz, Albany. 

4—Homer J. Borst, Schenectady. 

5—Warnick J. Kernan, Utica. 

6—George L. Hinman, Binghamton. 

7—John W. Remington, vice-president 
and trust officer, Lincoln Rochester Trust 
Co. 

8—George A. Newbury, vice-president, 
Manufacturers and Traders Trust Co., 
Buffalo. 

9—James T. Heenehan, New Rochelle. 


LIBERTY NATIONAL BANK of Oklahoma City 
is now making available to its correspondents 
its facilities for establishing an employees 
pension trust. The trust department will ad- 
minister these trusts under separate agree- 
ments for each bank. The participating bank 
may select its own insurance company. 
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New Utilities Study 


Published 


MERICAN electric and gas utilities have 

improved their efficiency of operation, 
as measured by output per man, more than 
twice as rapidly in the past four decades as 
any other major sector of the economy, ac- 
cording to a new study published by the Na- 
tional Bureau of Economic Research. 

Since the turn of the century, labor produc- 
tivity in the utilities, including electric light 
and power, manufactured and natural gas, 
has risen at the remarkable rate of 4 per cent 
per year. For other sectors of the economy, 
such as manufacturing, agriculture, mining 
and railroads, comparable gains in labor pro- 
ductivity range below 2 per cent per year. 

The study, fifth in a series on trends in 
production and employment in different indus- 
tries in the United States, has just been is- 
sued in book form under the title, Output and 
Productivity in the Electric and Gas Utilities, 
1899-1942. Its author is Dr. Jacob M. Gould, 
an economic consultant formerly on the staff 
of the National Bureau. 

The report emphasizes the role played by 
capital in the development of the utilities 
and points out its importance. In addition to 
figures on capital values, other aspects of 
capital are described. 
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Labor Relations in Financial 
Analysis 


CHOING the statements made in “The 

Ghost in the Profit Statement” (Decem- 

ber issue of Trusts and Estates) Raymond V. 
McNally of C. A. Auffmordt & Co., New York, 
states in the February issue of Credit & Finan- 
cial Management that “full information re- 
specting a company’s labor relations is just as 
essential as any other facts to the proper 
determination of their credit status.” 

Emphasizing that. the conditions of union 
contracts are vital in determining production 
and distribution planning, he states: 

The tremendous growth of labor unions 
during the last hundred years can be attri- 
buted not only to ignorance of economics 
on the part of the public but also to the 
failure of management to understand the 
psychology of their hired help and to real- 
ize the great possibilities for industrial 
profits and growth in the establishment of 
constructive and stable relations with their 
employees. The chaotic business conditions 
that have prevailed since the termination 
of the war have driven home the lesson that 
labor relations are inevitably reflected in 
the income statement and the balance sheet. 
“Credit and financial executives can no 

longer afford to ignore this challenge.” 


INSTITUTIONAL BOND 
SHARES 


This class of a mutual investment fund is restricted in 

its purchases to bonds which meet the legal require- 
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A TEST FOR PORTFOLIO STABILITY 


Measurement by Arithmetical Index Suggested 


G. E. HALE 
Wilson & McIlvaine, Chicago 


Mr. Hale, a member of the Illinois and Supreme Court of the 
United States bars, returned to the practice of law in October 1945 
after a five year tour of duty with the Army of the United States. He 
obtained his baccalaureate degree from Yale, his law degree from Har- 
vard in 1938, and a J.S.D. from University of Chicago in 1940. — Ed. 


OME months ago an article* in this 

journal suggested the inadequacy of the 
ordinary portfolio analysis based solely 
upon a division of the estate into bonds, 
preferred stocks and common stocks. In 
convincing terms the author urged a more 
precise appreciation of the risks involved 
in holding each security. He set up several 
categories into which the issues might be 
placed upon a basis of inherent strength 
rather than by reference to legal character- 
istics. 

Still further refinement of portfolio 
analysis appears possible. This paper sug- 
gests both more precise methods of calcu- 
lating risks and applications thereof to a 
variety of investors’ problems. 


Nature of Portfolio Analysis 


NVESTMENT should be based upon 

analysis from several points of view. It 
is, of course, vital to study the particular 
security offered. Every aspect of the busi- 
ness of its issuer should fall under the in- 
vestor’s scrutiny. He must also ascertain 
the relationship of the particular security 
offered to other claims (i.e., prior liens) 
against the issuer. 

Industry analysis also claims the inves- 
tor’s attention. If the investor cannot find 


*Bruns, Harry G., ‘Portfolio Classification By Risks,” 
82 Trusts and Estates 487 (May 1946). 


reasonable prospects of profits in an indus- 
try as a whole, he will not risk his funds in 
that branch of commerce. Again, the inves- 
tor constantly performs an analysis of se- 
curity prices as a whole. He weighs the 
movements of the markets and seeks to an- 
ticipate variations in the value of the dol- 
lar in terms of available investment media. 


There remains, however, the task of port- 
folio analysis. In analyzing the holdings in 
his own estate the investor seeks to find 
their relationship to the markets as a 
whole and to each other. Portfolio analysis 
tells him whether all his eggs are in one 
basket. It also enables him to adjust his 
portfolio to his estimates of future values. 


A Technique of Analysis 


NSTEAD of casting a given security 

into an inevitably arbitrary category it 
is possible to assign it an arithmetical in- 
dex. Take, for instance, the common stock 
of the American Telephone & Telegraph 
Company. Suppose that an investor who 
owns some of those shares is analyzing his 
holdings to determine their stability. By 
“stability” is meant the resistance of the 
portfolio to general declines in security 
values (or, putting the matter in reverse, 
its possibilities of appreciation in a rising 
securities market, since the two are usually 
similar). 
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In the last fitteen years Telephone com- 
mon has sold as high as $200 and as low as 
$70. It is a fair assumption, then, that the 
stock has a “swing” of 130 points. Suppose 
that Telephone is currently quoted at $150 
per share. If the investor feels that no fu- 
ture depression is likely to be worse than 
the last he may assume that his Telephone 
stock will not decline below $70. At $70 it 
would be worth about half its value at $150. 
Accordingly the investor may assign a sta- 
bility index of 50 to the stock, meaning 
that it probably will not lose more than 50 
per cent of its current value. 


A similar computation may be prepared 
for each issue in the portfolio. High grade 
bonds would doubtless show a high index 
of stability. Common stocks of corporations 
engeged in the production of capital goods 
might show a low index. When each security 
has thus been rated, a weighted mean of 
the portfolio as a whole may readily be pre- 
pared. 


To ascertain the weighted mean it is only 
necessary to value each security (from mar- 
ket quotations) es of a certain day. Say 
that Telephone common is reported selling 
at $150. If the investor holds ten shares, 
his investment in that security is worth 
$1,500. If the investor’s total worth is $15,- 
000, it will be seen that the Telephone stock 
represents 10% of his resources. Accord- 
ingly the index of stability (say, 50, as 
suggested above) is weighted at 10%. Then 
the sum of the weighted indices indicates 
the stability of the portfolio as a whole. 


Subjects of Analysis 


RIMARILY the arithmetical index 
technique is designed to test the stabil- 
ity of the portfolio. Is supplants a break- 
down in rough categories such as “common 
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stock”, “bonds” and the like, wherein a 
fourth mortgage on a marginal railroad 
may be given the same status as a short 
term note of the United States Treasury. 
But the method may be applied to other 
subjects. With only slight chenges it can 
be used to study the probable effects of a 
drastic inflation. It may suggest the con- 
sequences of a renewed outbreak of war. 


Another important purpose of portfolio 
analysis is to determine the concentration 
of the holdings, industry by industry. Here 
again the index method is more precise. 
Common stock of E. I. duPont de Nemours 
& Company may be lumped in the “chem- 
ical” industry. But duPont owns a large 
block of Generel Motors Corporation stock, 
and one share of the former includes near- 
ly a whole share of the latter. General Mo- 
tors, primarily a manufacturer of automo- 
biles, also makes refrigerators, locomotives 
and scores of other products. To place all 
those activities under the heeding of 
“chemicals” is to stretch categories be- 
yond utility. Again, General Mills has re- 
cently undertaken the production of house- 
hold electrical appliances and machine 
tools. It is no longer merely a miller of 
flour. Assignment of index numbers may 
permit more precise analysis of portfolio 
concentration in various industries. 


A Word of Caution 


T must be admitted that the index num- 

ber system of analysis suggested above 
contains a large arbitrary factor. No mat- 
ter how carefully the index is selected, it 
will not take account of a number of in- 
tangible factors in the investment situa- 
tion. And it is not an eutomatic device to 
relieve the investor of the burdens of deci- 
sion: after the calculations are made the 
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analyst has only found his position. He 
must still set his course. 


It is nevertheless believed that the fore- 
going method of analysis is useful and af- 
fords a more precise calculation than is 
possible by other means. Some of the arbi- 
trary character of the index number is lost 
by reason of the fact that an error in one 
direction on one security is likely to be 
counterbalanced by a mistake in the other 
direction on another issue. Furthermore, 
when compared with similar figures pre- 
pared at earlier intervals, it reflects the 
course of investment policy. If, for in- 
stance, the investor is attempting to pro- 
vide himself further security against infla- 
tion, his calculations from year to year will 
reveal the extent to which his sales and 
purchases have moved him in that direction. 


In comparing calculations from one year 
to another, of course, it is essential that 
the same index figures be used. Otherwise 
the whole analysis will rest upon a dif- 
ferent basis. Even though securities change 
in character, the index figure should be re- 
tained for purposes of comparison with 
past years. Perfection would then require 
that a re-calculation be made with a new 
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index figure, reflecting the present char- 
acter of the security. In most instances, 
such refinements will prove unnecessary. 


The investor should take care to include 
all his assets in the computation. If he has 
earning power, he should capitalize it and 
include the principal amount as one of his 
assets. If, for example, the investor earns 
$10,000 per year as an employee of a steel 
company, he should capitalize that sum at 
2 round figure (say, $100,000) and include 
it in his calculations. If his total worth, in- 
cluding that $100,000 of earning power, is 
$200,000, it will be seen that half his re- 
sources are in the steel business. For him 
to buy stock in a steel company, therefore, 
would constitute a violation of the normal 
rule requiring diversification of risks. 


A Simple Example 


O illustrate the application of the 

theory here advanced, a simple example 
of portfolio analysis for stability is set 
forth below. The investor wants to know 
what will happen to his assets as a whole 
should the nation experience a severe de- 
pression. Thus he sets forth his holdings 
and computations as follows: 
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Per cent Product 
of Total Stability (per cent 
Worth Index* index) 
6% 50 325 
3,180 13% 90 1,215 

1,500 6% 30. 


Market 
Value, 
Each 
$150 

106 
$150 


Amount: 
Number of 
Shares, etc. 

10 shs. 

$3,000 

10 acres 


Total 
Value 


$ 1,500 


Name of 
Holding 


Telephone common 
Texas Co. debentures 


Cornland farm 

Earning power 

General Motors common 
U.S.A. war bond 


10 shs. 


total worth: $23,180 


$ 50 


15,000 65 60 
500 2 40 
1,500 6% 100 


total product: 6,365 


*Round, arbitrary numbers used for illustrative purposes. 


It will be seen that the “total product” 
(here, 6,365) is related to the largest pos- 
sible “total product” (10,000, the figure 
which would be obtained if the entire port- 
folio consisted of cash) and the ratio be- 
tween the two (here, 63.65%) may be used 
for comparison with similar computations 
for past years and for other estates. Of 
course it also indicates the stability of the 
portfolio as a whole. 


Portfolio analysis by index numbers is, 
of course, more laborious than the use of 
simple categories of classification. It takes 


* 


time, patience and effort. In the words of a 
student of a different art: 


But on all the ground to which the pre- 
tension of performance by a series of ex- 
quisite laws may apply there reigns one 
sovereign truth—-which decrees that, as 
art is nothing if not exemplary, care noth- 
ing if not active, finish nothing if not con- 
sistent, the proved error is the base apolo- 
getic deed, the helpless regret is the bar- 
ren commentary, and “connexions” are em- 
ployable for finer purposes than mere gap- 
ing contrition.* 

*James, Henry, Preface to The Golden Bowl, reprinted 
in The Art of the Novel (1934) 327, 348. 


A primary market for 
government securities 


4 a 56 year old bank is one of Chicago’s principal 
dealers in U. S. Government Securities. Information 


on issues and quick execution of orders are availa- 


ble from an experienced staff. Inquiries to our bond 


department are invited. 


THE NORTHERN TRUST COMPANY 


50 SOUTH LA SALLE STREET, CHICAGO 














CORPORATE BOND STUDY 


TRUSTS and ESTATES—March 1947 


Preliminary Report Emphasizes Importance of Factual Information 


Soy gap, which has been developing 
in recent years between the supply 
of corporate bonds which have received 
the approval of regulatory bodies and 
rating agencies for conservative invest- 
ment purposes and the rapidly growing 
demand for such bonds as evidenced by 
the growth of savings deposits and other 
investment funds, is indicated in a pre- 
liminary report on the corporate bond 
study presented before the Eastern Re- 
gional Savings and Mortgage Conference 
in New York. 


This study, which is being made by the 
National Bureau of Economic Research, 
Inc., for the American Bankers Associa- 
tion’s Savings Division in cooperation with 
other banking and insurance organiza- 
tions, is an extension of the study made 
by the National Bureau of Economic Re- 
search for the government under the 
sponsorship of the Federal Deposit Insur- 
ance Corporation. In this study was re- 
corded all significant data regarding 
corporate bonds for the period from 1900 
through 1944, 


Presenting the comments on the pre- 
liminary results were: Dr. R. J. Saulnier, 
director, Financial Research Program, 
National Bureau of Economic Research, 
New York, N. Y.; James W. Wooster, Jr., 
investment counsel, New York, N. Y.; 
Adrian M. Massie, vice president, The 
New York Trust Company, New York, N. 
Y.; and Dr. W. Braddock Hickman, mem- 
ber of Research Staff of National Bureau 
of Economic Research in charge of Cor- 
porate Bond Research Project, New York, 
N. Y. 


Charts Show Growing Gap 


HART illustrations used clearly indi- 

cated the growing gap which has devel- 
oped in recent years between the shrinking 
supply of corporate bonds which have 
received the approval of regulatory bodies 
and rating agencies for conservative in- 
vestment purposes, and the rapidly grow- 
ing demand for such bonds as evidenced 
by the growth of savings deposits and 
other investment funds. A comparison of 
yield relationships between different qual- 


for Use of Bank Investment Officers 


ity bonds at varying points of time in the 
business cycle showed that at certain times 
investors over-value bonds eligible in 
states such as New York for savings bank 
and trust fund investment, whereas at 
other times, particularly when money is 
abundant, the spread in price between 
high grade and lower grade bonds is 
unrealistically small, and does not ade- 
quately compensate for the differences in 
risk which are involved. 

In presenting the background, history 
and objectives of the corporate bond re- 
search project, Dr. Saulnier said, “For 
many years, individual investors and pub- 
lic and private agencies have had an 
immediate and very practical interest in 
the problem of bond investment expe- 
rience. In the case of public agencies, 
interest in bond experience studies stems 
from the fact that these groups are re- 
sponsible for the formulation and admin- 
istration of rules looking to the mainten- 
ance of an appropriately high quality 
among the investment essets of the finan- 
cial institutions which it is their duty to 
supervise. Studies of bond performance 
are also of immediate interest to private 
financial agencies. No matter how much 
information we ever have, it will never 
be possible of course, to make sound 
security selection a mechanical process. 
The investment officer must always look 
into the uncertain future, a process that 
will always involve the exercise of judg- 
ment. But these judgments can be made 
more efficiently if they grow out of a 
broad and factually based understanding 
of past experience.” 


Series of Records 


HE types of data assembled under the 
Corporate Bond Project consist in part 

of a series of records: 
The Record of Offerings — a kind of 
bond census, contains certain basic items 


of information — such as the size of 
issue, industry of issuer, coupon rate, term 
of maturity, etc. — on every domestic 


corporate industrial, railroad, and utility 
bond outstanding in 1900 or issued there- 
after. There are about 27,000 of these 
bonds. 















A second record covers Issue and Ex- 
tinguishment Characteristics. For this 
record only bonds of fixed income and 
single maturity were selected; they num- 
ber about 4,900 of the 27,000. 


A third covers Default Experience. This 
selects from among the 4,900 bonds cov- 
ered in the Issue and Extinguishment 
Record the approximiately 1,100 bonds 
that went into default either as to princi- 
pal or interest. 


The analytical studies now planned deal 
with three main sets of questions. The 
first consists of problems concerning legal 
lists and other criteria of bond quality. 
These studies will measure the inclusive- 
ness of legal list securities as contrasted 
with other groupings of securities based 
on agency ratings and market ratings, and 
will show how investment experience of 
‘legals’ has compared in fact with invest- 
ments in securities grouped according to 
other criteria of bond quality. Second, 
studies are being developed concerning the 
level and stability of rates of return on 
corporate bonds, classified according to 
such characteristics as industry, size, 
term of maturity, agency rating, market 
rating, etc. Also included are studies of 
the frequency and outcome of defaults on 
various classes of securities, the results of 
which should indicate the reserves that 
would have been adequate to cover the 
losses sustained on portfolios of different 
compositions. 


Finally, provision has been made for 
studies of changes in security flotations 
and in the values and yields of high-grade 
securities over the course of cyclical ex- 
pansions and contractions in general bus- 
iness activity, and over longer periods of 
time. 


IN CONNECTICUT .... 


For Cooperation 
on Banking or 
Trust Matters 


THE STAMFORD TRUST COMPANY 


STAMFORD, CONNECTICUT 
Member Federal Deposit Insurance Corporation 


Large Issues Favored 


oF HE work of the Corporate Bond 
Research Project thus far has been 
confined to certain basic tabulations,” Dr. 
Hickman told the Conference. “These tab- 
ulations describe the condition of the 
corporate bond market in the first half 
of each of the quadrennial years begin- 
ning with 1900 and ending in 1944; in ad- 
dition, tabulations of investor experience 
over certain four-, eight-, twelve-, six- 
teen-, and twenty-year intervals, within 
the period 1900-1944, have been prepared. 
These materials have ben organizd to 
permit comparison, within major size and 
industry groups, of securities eligible for 
savings banks and trust fund investment 
in New York State and of those not 
eligible for such investment. 


“Preliminary analysis suggests that 
New York ‘legal’ bonds possess most of 
the attributes of ‘gilt-edge’ investments, 
as that term is usually interpreted. Legal 
bonds are typically large bonds of large 
obligors with special marketability fea- 
tures. A relatively large par amount of 
such bonds are designated as highgrade 
by the rating agencies and by the market. 
The par amount defaulting per dollar of 
par amount outstanding is significantly 
lower for legal than for non-legal bonds. 
Surprisingly, however, New York legal 
bonds do not show a marked superiority 
with respect to stability in quality, prices, 
and market yields; nor are their realized 
yields systematically higher. Indeed, from 
1936 to 1944 most non-legal bonds had 
larger realized yields. 


“Analogous results were obtained from 
similar comparisons of large and small 
bonds. For example, large bonds are rated 


Serving 
Institutions and Trustees 
Since 1868 


H.CWAINWRIGHT é, CO. 


BOSTON NEW YORK 
60 State St., 30 Pine St., 


Members Principal Exchanges 
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higher than small bonds by both the 
agencies and the market, but the realized 
yields of the former show no continuing 
superiority. 

“There is clear evidence of a downward 
drift in the quality of railroad bonds since 
World War I, and, more recently, of an 
upward drift in bonds of manufacturing 
industries. Owing to the dominant position 
of railroad bonds, however, both the rela- 
tive and absolute volume of high grade 
bonds has declined in recent years. 

“Similar tabulations have recently been 
completed covering the experience records 
of bonds eligible for savings bank invest- 
ment in Maine and Massachusetts, of 
bonds eligible for commercial bank invest- 
ment, and of the so-called ‘Section 7’ legal 
bonds, i.e., railroad bonds that were suf- 
ficiently high grade to remain on the New 
York legal list even though there had 
been no liberalization of the laws regulat- 
ing savings bank investment under the 
successive moratoria of the 1930’s. These 
materials are currently being supplement- 
ed by tabulations covering bonds having 
various agency ratings and market rating 
grades. The analysis of these materials is 
under way and the findings will be made 
available in subsequent reports.” 


The Increased Public Debt 


INFLATIONARY FORCES, arising from the great 
increase of the nation’s money supply, can 
best be curbed by reducing the Federal debt 
and placing more of it with non-bank inves- 
tors, it is concluded by the Committee on Pub- 
lic Debt Policy, headed by Randolph Burgess 
of National City Bank of New York. The 
study, drafted by Roy Reierson of Bankers 
Trust Company of New York, also points to the 
fourfold increase in money in circulation 
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(since 1939) to $28,500,000,000 at the end of 
1945. 

Commercial banks have become “predom- 
inantly investing institutions”, with $89 bil- 
bion of their assets accounted for by federal 
debt. During the six year period demand de- 
posits rose threefold, with total deposits 
reaching $128 billion. The decline in the bank 
capital cushion (capital rising only 13% over 
1929) was not considered serious in view of 
the improvement in quality of bank assets. 


Savings and Loans Funds Up 


HE total flow of new money into savings 

and loan associations aggregated more 
than $3,000,000,000 in 1946, a jump of 34% 
over the previous year. However, a larger 
percentage rise in withdrawals kept the net 
increase to the $1,100,000,000 figure. This 
gain brought savings held in associations to 
approximately $8,500,000,000 at the end of 
1946, increasing their combined resources to 
a new high of $10,041,000,000. 


The total of savings accumulated by the 
American public during 1946 was the small- 
est annual amount since 1941, but the volume 
of money invested in savings and loan associa- 
tions was the largest of any year in their 
history, according to an article in the Federal 
Home Loan Bank Review. 


Northwestern’s Common Trust Fund 


HE Common Trust Fund of the North- 
western National Bank of Minneapolis was 
valued at approximately $2,500,000 at the end 
of its first fiscal period, October 31, 1946. 
Established on December 1, 1945, the fund had 
25,718 units of participation owned by 264 
trusts. 
The latest summary of the portfolio showed 
the following diversification of investments: 
Bonds Se 
Common stocks 29.2% 
Preferred stocks _. 21.6% 


TECHNICAL AND ENGINEERING 
ASSISTANCE FOR INDUSTRY 


REPORTS 
ORGANIZATION STUDIES 
PLANT DESIGN 
PRODUCT DESIGN 
METHOD STUDIES 
MARKET RESEARCH 


ROSS & COMPANY 


Engineers ~ Consultants 
Managers 


441 Lexington Ave. 
New York 17, .N. Y. 
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Securities plus Ideas 


for Institutions 


Since 1873 it has been our privilege to serve many individuals and 
institutions in connection with their investment problems. Our activities 
in this connection are not, however, confined to selling securities. We 
believe that ideas, too, are an essential part of a continuing and satis- 
factory relationship to our customers. 

It has been, and is, our policy to make these ideas practical from any 
standpoint of our customers. Constantly alert to the kind of opportunities 
customers look for and backed by every department in the firm, the 
service of “‘securities plus ideas’’ becomes doubly effective. 

Many institutions and individuals now benefit from such investment 
cooperation. It will help you, too, to avail yourself of the services of an 
investment firm which has a skilled staff and the facilities to meet all 
investment requirements. For a description of all the departments of this 
firm, please write on your business letterhead requesting copy of our new 
booklet “What Smith, Barney & Co. Offers You,” attention Dept. AB. 


Smith, Barney & Co. 


Members New York Stock Exchange 
14 Wall Street, New York 5 


Philadelphia Chicago 


ONE INVESTMENT FIRM THAT CAN MEET ALL INVESTMENT REQUIREMENTS 
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FUNDS TO INVEST? 


YOU CAN INVEST THEM IN A FEDERALLY CHARTERED 
AND SUPERVISED INSTITUTION WHOSE RECORD SHOWS: 


Membership in Federal Home Loan Bank System 11 years 
Conservative mortgage lending, residential property 
Professional appraisals 


Semi-annual dividends, not less than 244% annually for past 
10 years 


No real estate owned, except own office building 
Assets over $9,000,000.00 


$5000. insurance by Federal Savings and Loan Insurance Corp. 


of Washington, D. C. 





We'll gladly mail you our published statement 
dated Dec. 31, 1946 





STAMFORD FEDERAL SAVINGS 
and LOAN ASSOCIATION 


46 ATLANTIC ST. 
STAMFORD, CONN. 





INVESTMENT MANAGEMENT TODAY 


Multiple Requirements Accent Need for “Organization” 


OLIVER F. WADSWORTH 
Investment Officer, Fiduciary Trust Company of New York 


Excerpted from The Exchange, February 1947 


EOPLE employ an investment manage- 

ment organization primarily to obtain 
the assistance, judgment and experience of 
a trained group of spécialists; to have the 
investment of their property brought under 
the influence of continuous attention. 


The problem of investing cennot be solved 
by adding machines and statistics. It is sub- 
ject to no precise formula and only the pas- 
sage of years provides the perspective to 
judge whether results have been good or 
bad. In trying to solve this problem, how- 
ever, the professional investment manager 
has a great advantege over the layman. In 
the first place, his organization is living 
with the problem all day, every day, and can 
use as a basis for its opinions the work of a 
research department which hes facts and 
figures, first hand reports and intimate de- 
tails of individual industries and companies. 


The problems of research, however, are 
among the most important problems of in- 
vestment management. Securities can de- 
teriorate like buildings. Dry rot in 2 com- 
pany’s management leaves it an easy prey to 
younger, aggressive concerns with a new 
twist that takes the public fancy. A manage- 
ment must always be on the alert for 
changes in techniques. If it is not, there will 
be a decline in its effairs and when this be- 
comes evident its bonds and stocks become 
less desirable investments. 


Detect Trends Early 


GOOD research man will detect such a 

trend long before the average investor. 
Furthermore, he will be able to distinguish 
a permanent downward trend in earnings 
from normal cyclical fluctuations. In form- 
ing his opinion of a company, he will not 
rely entirely on figures, although they <¢re 
as valuable to him as a stethescope is to a 
doctor. Familiarity with the management, 
the company’s methods, its equipment and 
an equal familiarity with its competitors 
give the research men a “feel” which im- 
proves in accuracy with experience. 


But research men are also human beings 
and vary accordingly. One man will be more 


interested and do better work on certain 
types of projects than another. The develop- 
ment of the research department, therefore, 
requires the collection of individuals who 
supplement one another. One member mzey 
be a brilliant statistician, another has a 
basic knowledge of engineering, a third is 
an accountant, a fourth has a background 
in chemistry. The head of this department 
is likely to be 2 man with a general knowl- 
edge of all these subjects and the imagina- 
tion to translate his information into terms 
of investments. 


This, then, is a sketch of an organization 
developed for the purpose of making the job 
of investment management successful. A 
board of directors or an investment commit- 
tee usually determines major policy. A staff 
of méenagers applies the work of the organ- 
ization to the accounts of the individual 
clients. 


All Factors Taken Into Account 


N establishing policy all significant fac- 

tors, both foreign and domestic, must be 
appraised and evaluated in the light of broad 
economic developments. Today, for example, 
we are in the backwash of the most disrup- 
tive wer in history. In the past, similar pe- 
riods have always brought wide economic 
adjustments. A study of present conditions 
reveals many similarities with those earlier 
periods, such as labor unrest, high prices 
and shortages. 


A great demand for goods has been evi- 
denced by the high level of retail sales. Pro- 
duction has been running at 2 higher rate 
than in former peacetime years. Yet inven- 
tories continue to climb, showing that in 
spite of the high sales level, production is 
greater than consumption. Commercial loans 
are also at an exceptionally high level, indi- 
cating that some business men are borrow- 
ing to carry inventories. 


The cost of doing business has risen 
rapidly in recent years and many costs such 
as wage rates are relatively inflexible. Cor- 
porate taxes are also well above prewar 
rates and there is no indication that they 
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will be reduced in the near future. Raw ma- 
terial prices are for the most part higher 
than at any time since 1920. 

Following the Revolutionary War, the 
War of 1812, the Civil War and World War 
I there was a sharp decline in wholesale 
prices. Today we see what might be the be- 
ginning of a downward trend in agricultur- 
al prices. If history repeats and we have a 
general decline in prices, it will probably be 
accompanied by a decline in sales, for it is 
only human nature to defer purchases when 
a better bargain is in prospect. 

When viewed in the light of high inven- 
tories, high commercial loans and the pres- 
ent price level, a falling off in sales could 
have serious repercussions on business. 
Costs of production could not easily be ad- 
justed to such a change and because of the 
high “break-even point” of most industries, 
profit margins would surely suffer. 


Outpricing Mass Market 


URTHERMORE, it is doubtful if the 

unfilled demand for goods could sustain 
business under such circumstances. Price is 
one of the most important factors in distri- 
bution and the price of many articles today 
may be beyond the means of the mass mar- 
ket. The demand for housing which followed 
the first World War, for example, was not 
satisfied until 1925. 

All signs do not, however, point to a 
gloomy business outlook. Demand for most 
products, even at high prices, still appears 
to be substantial. There is a chance that a 
reduction in personal income taxes will leave 
most people with a little more to spend on 
goods and services. Labor unrest may have 
passed its peak, and there is an even chance 
that labor laws will be amended or rewrit- 
ten so as to make the position of the em- 
ployer more equitable. The political atmo- 


KENDE GALLERIES 
at GIMBEL BROTHERS 


33rd Street & Broadway, N. Y. 1 


SALES at PUBLIC AUCTION for ESTATES 
APPRAISAL FOR TAX AND OTHER PURPOSES 
* 


The Kende Galleries offer unparalled facilities for 
selling estates. Cash advances on properties for 
estates in need of administration expenses or taxes 
will be made. All sales are given unusually large 
coverage in newspapers and magazines. Write or 
phone for information about the additional advan- 
tages offered by the Kende Galleries, PE 6-5185. 


TRUSTS and ESTATES—March 1947 


sphere is more favorable to business than 
for many years past. 


Most important is the expansion in the 
monetary supply during the war. Billions of 
dollars were pumped into the financial sys- 
tem through the sale of Government bonds, 
and this money will remain in the system 
until withdrawn by the retirement of Gov- 
ernment debt. So long as it remains it is 
likely to seek profitable employment, thus 
exerting pressure on prices. Over a period 
of time, therefore, it could have a consider- 
able inflationary influence. 


Factor of Timing 


T becomes evident that one of the great- 

est problems confronting the manager of 
funds today concerns the forces mentioned 
and the time at which they will have the 
greatest effect on security prices. Will the 
factors which caused wide price declines 
after earlier wars again dominate our eco- 
nomy to the detriment of business or will 
the constructive factors make it possible to 
adjust prices and volume without curtailing 
profits? An organization equipped to exam- 
ine and appraise the many facets of the 
problem may succeed where others fail. 


Why is such stress placed on the invest- 
ment manager’s organization when all that 
appears really necessary is to know when to 
buy and sell? The answer is that the prob- 
lem is too big. There are too many variables, 
there is too much to know and too much to 
do. The problems include those of the sales- 
man, the accountant, the economist, the tax 
expert, the banker, the trader, the statisti- 
cian, the soothsayer and the psychiatrist. 
Therefore, something more than a one-man 
operation is indicated, and a competent and 
well rounded organization is one of the 
greatest factors in achieving satisfactory 
results. 


Guaranty Trust 
Company of Canada 


for Ancillary Administration 
in Canada 


Inquiries Invited 


TORONTO «+ WINDSOR 
NIAGARA FALLS »« MONTREAL 
SUDBURY 





Under-Valued Investment Dollars 


DR. HERBERT B. DORAU 
Of New York University 


HERE has been a money revolution in 

the United States since 1933. This in- 
crease in the number of dollars of money since 
1933 and even more striking since 1941, is an 
inflation of the money supply without parallel 
in this country. The dollar is the accounting 
measure of investment and return, of sacrifice 
and income. 

The yardstick as a linear measure does not 
change in linear significance when the number 
of yardsticks is increased, but the dollar as a 
standard of measurement tends to decrease 
with an increase in the effective quantity of 
spending dollars. 

Merely calling the changed unit of measure- 
ment by the same name does not make it the 
same. 

The consequences of the price level revolu- 
tion are already with us. As usual, the savers, 
and those who aim to protect their savings 
most carefully, will have been taken for an 
economic ride and shakedown. 

The bond investor who was getting a 4 
per cent return has (artificially) been re- 
financed at 2% per cent; where he got $40 
he now gets $27.50 and the $27.50 now buys 
only 60 per cent as much as before or the 
equivalent of $16.50, a liquidation of 60 per 
cent. There appear to be two important differ- 
ences between the Russian way and the Amer- 
ican way of confiscating helpless savings; the 
Russians take a large percentage more openly 
and immediately, while we do it in a round- 
about way. 

The equity investor in regulated industry is, 
under the policy and jurisdiction of federal 
agencies, being liquidated in the same way 
with a few extra frills of extraction such as 


In address before Controllers Institute, New York. 


IN DELAWARE 


NO PERSONAL PROPERTY TAXES 

NO CORPORATE INCOME TAXES 

LOW PERSONAL INCOME TAXES 
(Non-resident’s income Exempt) 


t ompany 


Security Tr 


FIRST COMMERCIAL BANK-1795 (th i DELAWARE ——-r" / FIRST TRUST COMPANY - 1665 
j 
Wilmington, aware 
\ 


L 


FIRST PROFESSIONAL TRUSTEE IN DELAWARE 


compulsory accumulation of huge and unneces- 
sary reserves in the name of depreciation on a 
straight line basis and their deduction from 
the accounted-for-investment for rate making 
purposes. 


The owners of real goods, such as realty 
located in solvent communities, will at worst 
have their property revalued in that number of 
small present dollars which is the equivalent 
of the number of old large dollars which their 
property would be worth now. Repaying debts 
in small dollars or carrying debt at lower in- 
terest rates affords another bonus or at least 
hedge to this class. 


In realty we see one of the most anomalous 
results of the price revolution. A commodity 
whose relative economic position in general 
has deterioriated and will deteriorate due to 
the greatly expanded supply of land created 
by the faster and cheaper means of transpor- 
tation is now quoted in a greatly enhanced 
number of these small dollars. 


The consequences of the price revolution on 
comparatively fixed incomes, salaries, annuities 
and retirement allowances and insurance pol- 
icy proceeds, comes too close home to be dis- 
cussed without emotion. 


A child arithmetician could make a determin- 
ation of the number of today’s dollars which 
are the fair equivalent of the number of other 
dollars which investors sacrificed. 


In a large way society is in conspiracy 
against those who save, as soon as the bees 
have collected more honey we will take as 
much of it away as we can without discourag- 
ing them altogether. Should they become dis- 
couraged and produce less, it would be claimed 
that the free bee system is at fault and must 
be replaced by a system of bee peonage. 
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ASH PAID 


For Capital Stock or Assets of 


INDUSTRIAL 
ENTERPRISE 


° WANTED 


By large financially powerful diversified 
organization wishing to add another 
enterprise to present holdings. 
Existing Personnel Normally Retained 
Box 1242, 1474 Broadway, New York 18, N. Y. 
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NEXT MONTH 
begins 


A Significant Series of Articles Discussing 


INVESTMENT COMPANY 
SHARES 


By ALEC BROCK STEVENSON 


Vice President and Trust Officer, 
The American National Bank of Nashville 


Author of Shares in Mutual Investment Funds 


Mr. Stevenson was invited by Trusts 
and Estates to examine Investment Com- 
pany Shares as investments for trustee and 
individual investors. 

The author’s experience as a newspaper 
writer, his twenty years as an executive in 
an investment securities firm, his present 
position as trust officer and director of a 
bank, and his studies in the investment 
company field eminently qualify him for 
this important task. 


This series will appear monthly 
beginning in 


APRIL 1947 


Crusis an Estates 
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Additions to Legal List 


HE Banking Board in New York State 
during the first two months of the year 

has added to the legal list securities totalling 

$200 million par value; $51 million Railroad 

Equipment Certificates, $44 million Public 

Utility bonds, and $105 million Industrial 

securities as follows: 

Alabama Great Southern Railroad Co., “J” 
1%s, due to 1957 

Chicago & Eastern Illinois Railroad Co., “D” 
2s, due to 1960 

Cincinnati, New Orleans and Texas Pacific 
Ry. Co., “K” 144s, due to 1957 

Pennsylvania Railroad Co., “Q” 1%s, due to 
1960; “R” 1%s, due to 1962 

Seaboard Air Line Railroad Co., “A” 1%s, due 
to 1957 

Seaboard Air Line Railway Co., “JJ” 3s, due 
to 1956; “KK” 2%s, due to 1953; “LL” 
2%s, due to 1952; “MM” 2s, due to 1954; 
“NN” 2s, due to 1960; “OO” 2s, due to 
1960 

Central Illinois Light Co., First and Cons. 
3%s of 1963; First and Cons. 3%s of 1966 

Gulf States Utilities Co., First Mortgage 2%s, 
due 1976 

Firestone Tire & Rubber Co., Debenture 2%s, 
due 1972 

Swift & Company, Debenture 2%s, due 1972 
Serial Deb., 1.10s to 1.90s, due to 1957 

Westinghouse Electric Corp., Debenture 2%s, 
due 1971. 





Foundation Disburses 


ISTRIBUTION of income totaling $32,193 

during 1946 was reported last month by 
the trustees of the Minneapolis Foundation, a 
non-profit organization administering bequests 
for local charitable purposes. The Foundation 
is currently administering funds totaling 
$1,015,334. 

The Minneapolis Foundation was incorpor- 
ated in 1915. First National Bank and North- 
western National Bank of Minneapolis are 
authorized to accept gifts, devises and be- 
quests, as trustee, for the use of the Founda- 
tion. 


THE BROAD UPSWEEP of tax-exempt state and 
local government bonds in the period 1933- 
1945 and the subsequent price readjustment in 
1946 are strikingly portrayed in the Chemical 
Bank & Trust Company’s annual municipal 
price and yield survey. The survey, now in its 
thirteenth year, lists year-end prices and 


yields of more than 200 tax-exempt issues, in- 
cluding one or more bonds of each state hav- 
ing debt publicly outstanding and at least one 
city, county or public authority in each state. 


URI oe Preven 





PROFITS - PAST AND PRESENT 


True Picture of Trust Profitability Shown by Analysis 
of New and Renegotiated Accounts 


GLENN A. BIGGS 
Trust Officer, The Fifth Third Union Trust Co., Cincinnati, Ohio 


Trustmen have been overlooking one of the finest opportunities for 
making a good name for their departments with their directors, and show- 
ing the real potentialities for fair net profits. Thanks to the cooperation of 
Mr. Biggs and his associates at the “Fifth-Third,” this can now be 
realized. He shows the results of segregating the old from the newer 
accounts in presenting a true story of profit conditions and prospects in 
personal trust service. — Editor’s Note. 


ENERALIZATIONS about the _ un- 
profitability of trust departments are 
both dengerous and misleading. 


The danger lies in the effects of policies 
set by directors and other management as- 
sociates in the belief that the trust depart- 
ment is inevitably consigned to consider- 
able loss as well as risk. Red ink figures 
do not generate sympathy or promote coop- 
eration, but rather cause a sharpening of 
the pruning sheers, with resultant distress 
to trust personnel, promotion and prospects. 

It is true that the aggregation of both 
new and old accounts often shows a net 
loss. By splitting the record in two, and 
putting the costs and receipts of the new— 
or renegotiated—accounts on their own, 
the story can be and often is quite a differ- 
ent one. Probably many trust departments 
of any substance now show, or soon can 
show profits, especially on certain groups 
of accounts. These are the accounts which 
have benefitted by elimination of free serv- 
ices or fee cutting, and by application of 
modern fee schedules based upon cost analy- 
ses. They show that trust business can be 
had and administered at a profit. 


Until quite recently very little planning 
or study had been given to the selling price 
of trust service. Many trust companies are 
still collecting fees on bases set twenty or 
more years ago, when few companies knew 


their costs nor had any idea of the “mark 
up” or percentage of profit they wished to 
realize. The “percentage of income” fee 
basis generally used was rule-of-thumb, 
having no connection, unless coincidental, 
with the cost of doing business and the de- 
sired profit. 


Realistic Fee Revision as Basis 


BOUT six years ago several Cincinnati 
trust companies, realizing that their 
fee schedules were unsatisfactory, decided 
it was time that thought be given to plan- 
ning the selling price of trust service. Costs 
were computed and applied to accounts of 
various sizes to develop an average cost 
pattern. From this start, it was an easy 
matter to develop a fee schedule which cov- 
ered the cost, responsibility and a reason- 
able percentage of profit. The schedule 
adopted in 1940 by our trust company was 
based upon market values of the principal 
et the date of the acceptance of the ac- 
count and at annual anniversary dates 
thereafter. For living trusts the charges 
were: 

2/5 of 1% of 1st’ $ 175,000 

1/5 of 1% on next $ 925,000 

1/10 of 1% over $1,000,000 

Distribution fee — 1% 


Just recently this schedule was modified, 
the charge for the $75,000 to $1,000,000 
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bracket being increased from 1/5 to 3/10 
of 1%. This change was brought about by 
higher costs since institution of the original 
schedule. The schedule for Agency Ac- 
counts without investment services was 
somewhat lower than that for living trusts, 
providing for charges of 3/10 of 1% on Ist 
$75,000 and 1/10 of 1% on amounts above. 

While many trustmen prefer a compensa- 
tion schedule based partly upon income and 
partly upon principal, the above schedule 
is simple to apply and at the same time 
produces the desired results. The important 
point is not whether fees are based upon 
income or principal or both, but that they 
are directly related to the cost of doing the 
business. The schedule is a planned one and 
not based upon guesswork or rule-of-thumb 
as the old fees had been. 


Analysis Shows Marked Change 


FTER using the new fee basis for over 
six years it is interesting to observe 

the practical results. A study was made of 
a group of the living trust and agency ac- 
counts opened since 1940 to which the new 
schedule applied, and the fees collected on 
the new basis compared with what would 
have been realized under the old. Had the 
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old schedule been used (5% of income for 
living trusts and 4% of income for agency 
accounts) the cost to handle would have 
been entirely covered with 19% over for 
profit. On the new basis, fees exceeded 
costs by 50.5%. 


Certain other accounts included in the 
study fell in the “special situation” class, 
because of the special nature of invest- 
ments or service required. Fees on these 
accounts were subject to special arrange- 
ment and no comparison could be made with 
the fee that might have been charged on the 
old basis. Before agreeing with the custom- 
ers on fees for these “special situation” ac- 
counts, they were carefully analyzed from 
a cost standpoint and the basis of compen- 
sation determined accordingly. In this 
group, cost was entirely covered by a 67.6% 
margin. On the entire group of accounts in- 
cluding “special situations’ opened since 
the adoption of the new schedule and in- 
cluded in the study, the margin of fees over 
cost was 54.4% which is generally conceded 
by most trustmen to be a fair and desirable 
figure. 


It should be pointed out here that all of 
the margin of fees over costs is not profit. 
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A portion of such margin is and properly 
should be regarded as a _ responsibility 
charge. Proper accounting handling of this 
part of the fee would suggest its being 
placed in a special reserve against the day 
when the bank may be surcharged, just as 
it is a sound banking practice to set up re- 
serves against future contingencies or 
losses. 


Sharp Cut in Loss Accounts 


INCE adoption of the new schedule, a 

natural result has been a decrease in 
the number of eccounts operated at a loss. 
Of the accounts covered in the study, 61% 
would have shown a loss on the old compen- 
sation schedule based upon income, while 
under the new schedule, the underwater ac- 
counts were reduced over 75°. Comparison 
of dollars of loss showed that a reduction of 
87% had been made; in fact losses under 
the new fee schedule were so small as to 
be negligible. Knowing costs, fees could 
also be adjusted on the few unprofitable 
eccounts. 

Another phase of the study was a com- 
parison of the age of accounts with the 
rates of commission. It was found as a gen- 
eral rule that the fees veried inversely 
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with the age of the account: the older ac- 
counts produced the lower fees. This condi- 
tion is found in most trust companies to a 
greater or lesser degree and is a result of 
the efforts to get a foothold in the trust bus- 
iness, pressure on the part of the banking 
department to favor certain good customers, 
an ignorance of costs, and lack of apprecia- 
tion for the need of planning profits. 

It was apparent from the pattern set by 
the group of accounts under scrutiny that 
as time went on there was a growing reali- 
zation of the inadequacy of fees as indicat- 
ed by their being gradually increased. But 
the problem was not properly approached 
until quite recently, when compensation was 
based upon cost analyses. 

The experience gained by most business 
development departments over the past 
twenty or twenty-five years has also em- 
phasized the importance of estate planning 
from both the customers’ and the trust com- 
pany’s viewpoint. The acquisition of a de- 
sirable type of business leaves the job half 
done, however, unless the compensation re- 
ceived is adequate. This means that the new 
business man must be armed with an ade- 
quete fee schedule based upon costs and the 
desired profit margin. Only then can it be 


Stamp collections, accumulations, or old envelopes — 
may represent a considerable amount of money. 


% You can sell these directly to the world’s leading 
wholesale stamp firm, appraisers and auctioneers. 


% You can sell these at the top market price and receive 
the full amount in immediate cash. 


wk A special service is available to banks and their 
clients, institutions and estates. There are no broker- 
age fees or charges for appraisals or advice. 


Just to be sure . 


. Always check old stamps or 


collections bnsieeiiae small the value may seem. 
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Pe ef ‘H. 'STOLOW © 


50 West 46th Street 
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said that new business is accepted on a 
planned basis from every standpoint. 


Fees on Unfunded Insurance Trusts 


NOTHER feature of the present sched- 
ule deserving of comment is the mini- 
mum acceptance fee for unfunded life in- 
surance trusts. Prior to 1940 no charge was 
made when this type of account was opened. 
Since 1940 a minimum acceptance fee of 
$50 per account has been charged. The fear 
expressed by some trust men that business 
would be difficult to obtain on this basis has 
failed to materialize. 


It has been found that the customer has 
no objection to paying a fair fee for estab- 
lishing a life insurance trust where there 
is a genuine need for this service, and the 
experience has been that business has not 
been driven away because of the charge. 
Moreover the quality of the business is far 
better than much of that obtained in the 
late twenties and early thirties. 


While the amount in dollars realized in 
one year from these acceptance fees is not 
large, it does to some extent pay for a por- 
tion of the effort necessary to set up the 
accounts. Where the work in opening an ac- 
count is out of the ordinary, an acceptance 
charge is made in proportion to the work 
involved. The real compensation lies in the 
higher quality of eccounts and fewer sub- 
sequent revocations. In the Fall of 1946, 
the minimum acceptance fee was increased 
to $100. It is still too early to fairly judge 
the results but we are confident there will 
be no unsatisfactory repercussions because 
of the change. 


Termination + Renegotiation = Business 
At a Profit 


EW fee schedules, then, based upon ac- 
tual costs will solve profit problems on 
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new business. The old and unprofitable ac- 
counts are gradually terminating, thus solv- 
ing painlessly many profit problems. The 
process can and should be speeded up by re- 
negotiation, in some cases eliminating un- 
desirable accounts, and in many cases 
bringing fees up to satisfactory levels. 

Just recently, the Hamilton County Ohio 
Probate Court allowed fiduciaries an in- 
crease in fees, so that compensation for the 
testamentary trust and guardianship is 
now essentially the same as for the living 
trust. This increase was obtained in a large 
measure as a result of cost studies made 
by several of the Cincinnati trust com- 
panies and the subsequent adoption of com- 
pensation schedules for voluntary business 
based upon actual costs. This is an example 
of where proper planning of profits has paid 
dividends and helped to ease the burden of 
carrying many of the old unprofitable ac- 
counts, as well as helped to provide a sound 
compensation basis for future probate bus- 
iness. 

Never before has the planning of profits 
been such a vital matter. Mounting costs of 
everything from salaries to pen points, 
coupled with the added services the trust 
institutions are called upon to perform, 
make such planning a “must”. Inadequate 
fee schedules mean little or no profit, low 
salaries for trust personnel and consequent- 
ly lower standards of trust service. This 
situation must and can be avoided. Expe- 
rience has shown that many of the present 
unprofitable accounts can be turned into 
profitable ones, and that new business need 
not be accepted blindly without knowledge 
of the profit possibilities. Whether we con- 
tinue to be plagued with the “sins of our 
forefathers” depends upon our will and en- 
ergy to do the planning for profits so neces- 
sary to the future of the trust business. 


Worcester County Trust Company 


TRUST DEPARTMENT OFFICES 
344 MAIN STREET, WORCESTER, MASSACHUSETTS 
533 MAIN STREET, FITCHBURG, MASSACHUSETTS 
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TRUSTEE TRENDS IN ENGLAND 


Dissemination of Wealth Puts Emphasis on Current Estate Services 


BERNARD C. CROUCH 
Asst. Manager Trustee Department, Barclays Bank Ltd., London, England 


That changes in the economy and social customs of a nation are high- 
lighted in the record of trusteeship is apparent from a reading of Mr. 
Crouch’s concise review of the 1925-45 record of fiduciary accounts. The ac- 
celeration of the life-span of estates, and the levelling of their net values, 
are compared with the wider market for public service in protection of 
modest-sized estates. The parallels to American experience are more than 
coincidental. In a subsequent article, Mr. Crouch will describe the present 
effects of socialization on the functions of trusteeship.—Editor’s Note. 


RUST Corporations in England have 

today reached their adolescence and 
are battling with all the manifold problems 
of that difficult age. They are rather like 
the overgrown school boy who has yet to 
graduate and the graduation period is evok- 
ing the inherent difficulties of adjustment. 


From the year 1908 to 1925, apart from 
the Public Trustee, the expansion of busi- 
ness was very gradual. The trust corpora- 
tions were regarded as an innovation and 
the public, as a whole, was blissfully un- 
aware of the services they afforded. But the 
year 1925, with the passing of the Birken- 
head Acts, which conferred certain benefits 
on the trust corporations, marked a corner- 
stone in their history. Perhaps the most 
signal benefit wes that bestowed by S.161 
of the Supreme Court of Judicature (Con- 
solidation) Act 1925, under which it was 
forbidden to issue a grant in the name of 
a Syndic or Nominee on behalf of a trust 
corporation. Although the Administration 
of Justice Act 1920 had made the issue of 
grants to a corporation in its corporate 
name permissive, the practice was seldom 
followed, so that the many disadvantages 
inherent in having a grant in the name of 
nominees remained until 1926. 

Since 1926 the large corporations have 
gone from strength to strength. It must 
not be thought that they have projected 
their business on a “‘ten league canvas with 
the brush of Comet’s hair’. Indeed they 
have moved a little cautiously at times, but 
they have always given the public what it 
wanted. 


Changes in Type of Accounts 


T is, therefore, perhaps pertinent to 
study their progress during the twenty 
years from 1925 and to’ attempt to diag- 


nose the economic, social and legislative 
causes which have led to the many definite 
changes which have occurred during that 
period. It is true that, parallel to the growth 
of Public Trust consciousness (by which is 
meant the awareness of the ordinary man 
in the street to the advantages of appoint- 
ing competent executors and trustees in- 
stead of just Tom, Dick or Harry) there 
have been marked changes, not only in the 
composition of the trusts offered to trust 
corporations over different fixed periods, 
but also in the nature of the various types 
of trusts. Figures below show the composi- 
tion of many thousands of trusts offered to 
two big trust corporations during the years 
1925 through 1944: 


1930-4 1935-9 
(in percentages) 
1. D’e’s’d Est.a 5 57 64.45 81.7 
2.New Trusts> __. 27.25. 2h. 9.25 
3. Trans. Trustse _ 14.2 12.7 12.05 17.65 
4. Miscellaneousd _ 4.3 3.05 2.4 1.4 


Administrator, Attor- 
Executor/ Trustee 


1925-9 1940-4 


aDeceased Estates: 
ney Administrator, 
of a Will. 


bNew Trusts: Trusteeship of a Marriage 
or other Settlement, Declaration of 
Trust or Deed of Covenant. 


eTransferred Trusts: Successor trustee of 
an existing Trust. 


dMiscellaneous: Debenture Trusts, Cus- 
todianships, Receiverships, Bond Cases, 
etc. 


Although percentages only of various types 
of trust business taken on are given, it is 
pertinent to state that each successive pe- 
riod showed a marked rise in the number 
of trusts accepted over the preceding period. 





Public Appreciation 


HE most striking feature is the rapid 

percentage increase of deceased estates 
accepted, the 1940-44 period showing al- 
most a 65% rise over the five years ended 
the 31st December 1929. 

What are the reasons for this? The dom- 
inant factor has undoubtedly been the 
growing appreciation by the public of the 
services rendered by the trust corporations 
and of the very real advantages, fully un- 
derstood by all trust men, of appointing 
such corporations as executors or trustees. 


Complementary to this there has grown 
up a larger public with sufficient Estate to 
be interested in appointing an executor. 
This larger public has come about general- 
ly through the expansion of the productive 
capacity of the Nation and the gradual dis- 
semination of the resultant wealth among 
all classes. It is estimated that the National 
income for the last pre-war year 1938 was 
$2,750,000,000. ($5 to £1) higher than for 
1925. 


During the intervening years—with the 
exception of the five year period following 
the depression of 1929—there has been a 
gradual rise in the national income each 
year. On the other hand, the national rev- 
enue collected from all sources remained 
relatively constant. Indeed, the revenue col- 
lected for 1936-37 (the year before the im- 
position of the National Defence Contribu- 
tion) was over $10,000,000, less than that 
for the year 1924-25. 

It is significant that the net receipts from 
Estate, Legacy and Succession Duties for 
the year ended 3lst March 1937 were ap- 
proximately $160,000,000 higher than for 
the similar period ended 3lst March 1925. 
It is true that in August 1930 the rates of 
Estate Duty were raised on estates over 
$750,000, but this additional capital levy 
can only have accounted for a very small 
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part of the increased revenue collected from 
Death Duties. 


Growth of Savings 


INCE 1939 there has been a curtail- 

ment of the spending power of the Na- 
tion due to rationing, the lack of consum- 
ers’ goods and currency restrictions; this 
enforced withholding of the use of money, 
coupled with the National Savings Cam- 
paign and Service bonuses, has produced an 
artificial accumulation of savings among 
nearly all classes. Part of these savings is 
being spent as consumer goods become 
available, but some still remains. This en- 
forced saving has resulted in a still greater 
demand for the services of trust corpora- 
tions either as executors or as administra- 
tors. 


The services of the building societies in 
giving opportunity to the small man to buy 
his own house, by spreading the instalments 
over a long period, and the almost ubiqui- 
tious habit, of the married and single man 
alike, to take out life insurances, has pro- 
gressively assisted the dissemination of 
wealth among the community. 


Another factor, although a minor one, has 
stimulated the growth of the number of de- 
ceased estates offered to trust corporations. 
On and after 1st January 1926, letters of ad- 
ministration may, in certain circumstances, 
only be granted to a trust corporation, or to 
not less than two individuals of the estate of 
a person dying either intestate or leaving a 
Will of which either no executors are ap- 
pointed or, if appointed, are dead or unwill- 
ing to act. The conditions necessary for this 
rule to operate are either a minority or a 
life interest arising under the intestacy or 
the Will. As these conditions frequently 
arise, the services of the trust corporations 
are being increasingly sought for this work. 


Smaller Estates—Fewer Trusts 


OINCIDENT with the progressive in- 

crease of executorship administration 
by trust corporations, two interesting fea- 
tures are noticed: 


a) The average estate today is of less 
value than it was in 1925. 

b) The number of simple executorships 
(estates in which no trusts arise on 
completion of the executorship) tends 
to increase. 

The fall in the average value of estates is 

readily explained by the growing trust con- 
sciousness of persons with moderate means. 





The growth in the number of simple ex- 
ecutorships is undoubtedly due to several 
factors, but the predominant causes are the 
fall in the income yield of investments and 
higher taxation, both in the form of Death 
Duties and Income Tax. Whereas $5,000 
held in Trustee Stocks in 1925 would bring 
in an annual income of $250, which with 
Income Tax at 20%, gave a net yield of 
$200, today a like sum, similarly invested, 
will only give $125 gross which, with In- 
come Tax at 45%, nets only 68.75. 

There is, therefore, a marked tendency 
in the estates below $50,000 to bequeath the 
residue outright. A growing number of 
Testators feel that their dependents should 
have the fullest control over the capital, so 
as to be able to bolster up any income defi- 
ciency. Uncertainty as to the shape of 
things to come, and the increasing knowl- 
edge of women in the ordinary affairs of 
business, have also played their part. 


Marriage and Children’s Settlements 


HE second point to note is the marked 
decrease in the percentage of new 
trusts offered. Three major facts help to 
explain this trend: 
In Victorian days it was the usual thing, 
in reasonably well-to-do circles, to enter 
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into a Settlement on marriage for the bene- 
fit of the husband and wife and their issue 
but, with the gradual emancipation of wom- 
en, this custom is dying out. It was not un- 
til the Married Women’s Property Act 
1882 was passed that a married woman was 
empowered to dispose by Will of any real or 
personal property held by her as her. sep- 
arate property at the time of her death. To- 
day, by virtue of the Law Reform (Married 
Women & Tortfeasors) Act 1935, a mar- 
ried woman can hold and dispose of any 
property as if she were a femme sole. 


The Finance Act of 1936, which provided 
that the income derived by a child (who is 
both a minor and unmarried) either direct- 
ly or indirectly from the parent, was the in- 
come of the parent and not of the child, has 
definitely restricted the creation of Chil- 
dren’s Settlements and dealt a final death 
knell to the execution of Deeds and Cove- 
nant in favor of such child. 


The Finance Acts of 1938 and 1946 have 
further restricted the relief that could be 
obtzined from income tax and surtax by 
the creation of Settlements. One effect of 
the latter Act will be to curtail Deeds of 
Covenant in favor of charities, as the cove- 
nantor will no longer save surtax on the 
amount of the covenant. 


For sixty years we 
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In addition, high taxation has meant that 
many people, who would ordinarily be able 
to set aside funds for the benefit of their 
dependents, have been compelled to resort 
to those funds for their usual day-to-day ex- 
penses, such as insurance premiums, school 
fees and so on. 


Fewer Transferred Trusts 


ASTLY, the decline in the percentage of 
transferred trusts is very noticeable. 
It is not easy to be dogmatic as to the cause, 
although it can be said that with the grow- 
ing tendency of testators and settlors to ap- 
point trust corporations (with their con- 
tinuity of existence) there must inevitably 
be fewer trusts in circulation in which it is 
necessary to appoint new trustees. 
Confirmation of a negative kind may be 
found in the fact that, by virtue of the 
Trustee Act 1925, a trustee may not retire 
unless either a trust corporation or at least 
two individuals will be left to act. An excep- 
tion to this rule is where only one trustee 
was originally appointed and the sole trus- 
tee appointed in his place is able to give a 
valid receipt for capital money. Only a 
trust corporation or two individual trustees 
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Remodeled main lobby 
of The Kentucky Trust 
Company of Louisville. 
The handsomely  ap- 
pointed room has an 
area of more than 4200 
square feet. From it 
open the executives’ of- 
fices, private conference 
rooms and the library. 


can give a valid receipt for money derived 
from realty. 


From the operation of this statutory rule, 
one would expect to see a steady rise in the 
appointments of trust corporations as trus- 
tees of existing trusts where the individual 
trustees wished to be discharged of their 
duties. But, after a constant flow of busi- 
ness from this source for the fifteen years 
1925 to 1939, a substantial decline is to be 
noted during recent years. This would seem 
to indicate that the business undertaken by 
the trust corporations in this country has 
already reached the stage when a propor- 
tionate decreasing return must be expected 
from appointments of existing trusts. 


What does the future hold in store for the 
Trust Corporations? It seems certain from 
the social, economic and legislative changes 
which have occurred during the last two 
decades that the administration of deceased 
estates will constitute the major source of 
business. The extraordinary increase in the 
number of Will appointments during the 
last eight years, accelerated by the general 
uncertainties of the times, points unequiv- 
ocably to an expansion of such work. 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


ARKANSAS 


Little Rock—E. J. Risley was elected vice 
president in addition to trust officer at COM- 
MERCIAL NATIONAL BANK. 


CALIFORNIA 


Fresno—Andrew W. Lyons was elected an 
assistant trust officer of the SECURITY- 
FIRST NATIONAL BANK. 

Los Angeles—Howard H. Rolapp, vice pres- 
ident and trust officer of the METROPOL- 
ITAN TRUST COMPANY, has been elected 
vice president and treasurer, and director, 
of Security Title Insurance and Guarantee 
Company, an affiliated company. Mr. Rolapp 
will retain his position with Metropolitan 
Trust. Security Title has been enlarged by 
absorbing, through merger, the Consolidated 
Title Securities Company and has eighteen 
title offices through various counties in Cali- 
fornia. 


San Francisco 

—BANK OF 

AMERICA pro- 

moted Walter E. 

Bruns from vice 

president and 

trust officer to 

vice president in 

the executive de- 

partment in 

charge of govern- 

mental relations. 

San Francisco 

—S. B. Wakefield, 

III and F. E. Can- 

atsy were pro- 

moted to assist- 

WALTER E. BRUNS ant trust officers 

at the WELLS FARGO BANK & UNION 
TRUST CO. 


COLORADO 


Denver — INTERNATIONAL TRUST CO. 
promoted Richard P. Brown and Eugene Adams 
to trust officers. 
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To Trust Officers : 


We locate missing heirs and bene- A 
ficiaries at our own expense and risk. 
Our services are often of value on : 
termination of trusts. 
booklet on request. 


Explanatory 


W. C. COX AND COMPANY 
208 S. LaSalle St. 


Chicago 4, Ill. 
Established 1913 
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FLORIDA 


Jacksonville—The ATLANTIC NATIONAL 
BANK elected as assistant trust officer, Mrs. 
Mary W. Stiles. 


Jacksonville—Promotions in FLORIDA NA- 
TIONAL BANK’s trust department are as 
follows: W. L. Harbin, R. P. Markham and 
L. V. Chappell, assistant trust officer and 
assistant vice president; S. Wayne Cahoon, 
assistant cashier and assistant trust officer. 


Orlando—Frank W. Reed, manager of the 
G.I. loan department of the FIRST NATION- 
AL BANK, was promoted to assistant trust 
officer. 


ILLINOIS 


Danville—PALMER-AMERICAN NATION- 
AL BANK promoted J. H. Willett to cashier 
and trust officer; L. O. Froman named assistant 
trust officer in addition to assistant cashier. 

Elkhart—Clifford P. Martin succeeds Harvey 
Wambaugh as president and trust officer -of 
the FIRST OLD STATE BANK, the latter 
having been elected chairman of the board. 

Woodstock—A. N. Miller was elected an 
assistant trust officer of the STATE BANK 
OF WOODSTOCK. 


INDIANA 


Indianapolis—Three new officers were ap- 
pointed in the trust department of UNION 
TRUST CO., as follows: Lavern J. Bowden 
as assistant secretary (supervising trust book- 
keeping); George W. Eggleston and Fred E. 
Shick as assistant trust officers. Mr. Bowden 
has been with the company since 1930, Mr. 
Eggleston since 1945, and Mr. Shick since 
1941. Mr. Eggleston is a former deputy prose- 
cuting attorney of Marion County, and served 
a number of years as general counsel for the 
Legal Aid Society. Mr. Shick formerly was 
deputy secretary of the state, and corporation 
counsel to the secretary of state. Both are 


WANTED— 
TRUST ADMINISTRATOR 


Man between 30-35 years of age with at least 
{ive years experience in Personal Trust and Es- 
tate Administration for growing Trust Depart- 
ment of 9 million assets in community of ninety 
thousand. Write qualifications, experience and 
salary desired to 


Box H-7-2, TRUSTS and ESTATES 
50 E. 42nd St., New York City 17 
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past presidents of the Lawyer Association of 
Indianapolis. 


IOWA 


Des Moines—Carl W. Moody was named 
cashier and trust officer of IOWA STATE 
BANK, to succeed Louis A. Rodenbaugh, Jr., 
elected vice president. 

Sioux City—SECURITY NATIONAL BANK 
promoted D. B. Severson to vice president as 
well as trust officer; Donald W. Jurgemeyer to 
assistant trust officer; Charles H. Walcott and 
Orville Boe to assistant cashiers. 


KANSAS 
Wichita—B. M. Lester, vice president and 
trust officer, FIRST NATIONAL BANK, was 
elected a director. 


KENTUCKY 
Louisville—LOUISVILLE TRUST CO. an- 


nounced the election of Hubert Early as as- 
sistant secretary. He has supervised the cor- 
porate trust department for several years. 


MARYLAND 


Baltimore—At UNION TRUST CO., Thomas 
B. McAdams, president since 1934 and former 
president of the American Bankers Associa- 
tion and the Association of Reserve City Bank- 
ers, was elected chairman of the board of 


Experienced personnel in fully- 
equipped trust departments of Bank of 
America offer you California’s most 
complete trust service. Branches are 
located at strategic points through- 
out the state. 


Bank of America 
NATIONAL TRYSVE2 ASSOCIATION 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
MEMBER FEDERAL RESERVE SYSTEM 


MAIN OFFICES IN THE TWO RESERVE CITIES OF CALIFORNIA 
SAN FRANCISCO - LOS ANGELES 
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directors, a new- 
ly created posi- 
tion. Charles W. 
Hoff, recently 
senior vice pres- 
ident, with the 
bank 30 years, 
became president. 
Another senior 
vice president, 
William H. Gid- 
eon, was made 
vice chairman of 
the board, and 
Clifford B. Win- 
chester, a_ vice 
CHARLES W. HOFF president, was 
promoted to sen- 
ior vice president. 

Frederick — WESTERN MARYLAND 
TRUST CO. promoted Elmer I. Eshleman to 
vice president and trust officer; Jacob G. Shaw- 
baker to treasurer, the position Mr. Eshleman 
had held since the bank’s organization. 


MICHIGAN 


Battle Creek—Raymond L. Bundy was elect- 
ed vice president of the MICHIGAN NATION- 
AL BANK, and George E. Aldrich, assistant 
trust officer, was elected assistant vice pres- 
ident. 


Established 1879 


SILO’S 


New York’s Oldest Gallery 
Vanderbilt Ave. and 45th St. 


Sales of 
Art, Antiques and 
Literary Property 


Estates Appraised 
and Liquidated 


Sales conducted by 
E. M. Wagner and 
Ashbel Green, Jr. 


Under the Personal Direction of 
MRS. JAMES P. SILO 





NEW JERSEY 


Collingswood — CITIZENS NATIONAL 
BANK elected Homer C. Pierson executive 
vice president, in addition to cashier and trust 
officer. A. J. Bartlett, elected chairman, has 
been succeeded as president by E. T. Seaman. 


Millville—Frank Sherry, trust officer of 
MILLVILLE NATIONAL BANK, was also 
elected assistant cashier. 


Phillipsburg—Harold J. Curry was promoted 
to cashier and assistant trust officer of the 
PHILLIPSBURG NATIONAL BANK & 
TRUST CO. 


NEW MEXICO 


Sante Fe—FIRST NATIONAL BANK an- 
nounced the appointment of A. Vernon Was- 
son as trust officer. Mr. Wasson was with 
the Union National Bank of Pittsburgh, Pa., 
for 17 years, as assistant trust officer. 


NEW YORK 
New York—BANKERS TRUST CO. elected 


Edward T. Hetzler assistant vice president 
in the advertising and public relations depart- 
ment. 


Rochester—Two new appointments at the 
CENTRAL TRUST CO. are those of James J. 
Sweeney, Jr., in the trust administration and 
tax department, and Robert J. Walsh, in the 


CANADIAN 


( 0-operation 


Executors of Estates with assets 
in Canada will find helpful co- 
operation in the administration 
or transmission of such assets, 
by making use of our services 
as Agent. We are always 
glad to receive enquiries. 


Assets under Administration 
$901,000,000 


HEAD OFFICE—MONTREAL 


THE ROYAL TRUST 
COMPANY 


Offices across Canada fiom 
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investment department. Mr. Sweeney was 
formerly with the Marine Trust Co. of Buffalo, 
while Mr. Walsh was formerly a special agent 
with the Military Intelligence and the Veterans 
Financial Service. 


NORTH CAROLINA 
Goldsboro—F. B. Daniels, former president 
and trust officer of BANK OF WAYNE, be- 


comes chairman of the board, being succeeded 
by R. M. Davis. 


OHIO 


Cincinnati FIRST NATIONAL BANK ap- 
pointed J. Rawson Collins an assistant trust 
officer. 

Wooster—Charles I. Correll, former vice 
president and trust officer, was elected presi- 
dent of the COMMERCIAL BANK & TRUST 
CO. Other promotions were: W. J. Bertollette 
to cashier and trust officer, and H. L. Retzler 
to trust officer and assistant officer. 


PENNSYLVANIA 


Chambersburg — FARMERS & MER- 
CHANTS TRUST CO. appointed J. Norman 
Statler as assistant secretary, assistant treas- 
urer and assistant trust officer; Robert F. 
Crider manager of the real estate department. 


Pittsburgh—Clarance Stanley resigned as 
executive committee chairman and a director 


Largest Stock of Fine China 
& Crystal in New York 


ANTIQUE AND MODERN 
CHINA, CRYSTAL, 





SHEFFIELD PLATE & 
SILVER 


A WELL ROUNDED STAFF, EXPERIENCED 
IN HANDLING THE FINEST 
ARTISTIC PRODUCTIONS 


Pluymer 


734 Fifth Avenue (S.W. Corner of 57th St.) 
New York, N. Y. 





Established 1895—One of the oldest, one of 
the largest and one of the finest 
establishments of its kind 
in the country. 








FLOYD O. SHELTON 
Promoted to vice president and trust 
officer of Fort Worth National Bank, 

as reported last month. 


of the MELLON NATIONAL BANK & 
TRUST CO., to become general partner of the 
firm of Morgan Stanley & Co., N. Y. As presi- 
dent of the Union Trust Co., he was one of 
the prime movers in its union with the Mellon 
National Bank in September, 1946. 

Scranton — THIRD NATIONAL BANK & 
TRUST CO. elected Elmer R. Webley an as- 
sistant trust officer. 


TENNESSEE 


Nashville — At the THIRD NATIONAL 
BANK, Thomas A. Cooper was made an as- 
sistant trust officer. 


TEXAS 


Austin—CAPITAL NATIONAL BANK pro- 
moted Ashley Wynn to the position of assistant 
trust officer. 

San Angelo—Following the resignation of 
Sol Mayer as president, Abe Mayer as vice 
president, and F. R. Barney as executive vice 
president, SAN ANGELO NATIONAL BANK, 
Ray B. Johnston became executive vice pres- 
ident. 
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Texarkana—H. T. Wiegel, president of the 
TEXARKANA NATIONAL BANK, was elect- 
ed chairman of the board succeeding J. G. 
Boyce. Lucien King was named assistant cash- 
ier and assistant trust officer. 

Tyler—John M. Stephens has been elected 
president of PEOPLES NATIONAL BANK, 
succeeding Sam R. Greer, who became chair- 
man of the board. Wilton J. Daniel became exe- 
cutive vice president and trust officer. 


WEST VIRGINIA 


Beckley — BECKLEY NATIONAL BANK 
elected the following: A. D. Cooks, trust offi- 
cer; E. C. Hitchcock, assistant trust officer; 
Frank N. Gans, cashier. The latter, who is 
secretary of the West Virginia Bankers Asso- 
ciation, has been relieved of his duties as trust 
officer. 


Bluefield—Guy H. Lawhead, formerly trust 
officer, was elected a vice president and direc- 
tor of FLAT TOP NATIONAL BANK; T. L. 
Tyree, assistant cashier, also made assistant 
trust officer. 


Wheeling—Russell M. McCloy, trust officer 
of the NATIONAL BANK OF WEST VIR- 
GINIA since 1930, has also been elected vice 
president. He is past president of Wheeling 
Chapter, American Institute of Banking. 

Wheeling—SECURITY TRUST CO. ad- 
vanced A. D. Bowie from trust officer to vice 
president; H. D. Anderson from special repre- 
sentative to trust officer. 


New Nebraska Trust Committee 


The newly created Committee on Trusts and 
Estates, is composed of the following mem- 
bers: Chairman: Harold T. Uehling, trust offi- 
cer of United States National Bank of Omaha; 
John C. Whitten, vice president of the First 
Trust Co. of Lincoln; F. J. Cleary, vice pres- 
ident and trust officer of First National Bank, 
Grand Island. This committee supersedes the 
Nebraska Estate and Trust Association, in- 
active in recent years. 


APPRAISAL AFFILIATES, INC. 


Appraisers of Real and Personal Properties 
for Tax and Insurance purposes. 
Rates reasonable. 


For years our appraisal reports have met with the complete satisfac- 
tion of our clients and have been acceptable to Federal and State tax 


and insurance authorities. 
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39 Broapway, NEw York 
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Pennsylvania Co. Changes Name 
Absorbs Two Other Banks 


FTER 135 years of operation under one 

title, shareholders of The Pennsylvania 
Company for Insurances on Lives and Grant- 
ing Annuities, Philadelphia, voted to change 
its name to Pennsylvania Company for Bank- 
ing and Trusts. A law has been passed by the 
State legislature and signed by the Governor 
to authorize adoption of the new name under 
the original charter granted in 1812. 

The inapplicability of the phrase “For In- 
surances, etc.,” to the company’s present bank- 
ing and trust business has long been recog- 
nized. The new name, while preserving much 
of the flavor of the former designation, will 
more accurately reflect the prominent position 
which the Pennsylvania Company occupies in 
the banking and trust world. 

At the same meeting of stockholders on 
March 8, it was voted to merge with the 
Germantown Trust Company and to purchase 
the assets of the Kensington National Bank. 
Trust funds administered by the Germantown 
exceed $50 million while deposits are about 
$45 million. The Kensington has deposits of 
approximately $35 million and trusts of around 
$4. The Pennsylvania Company ranked 31st 
in the country at the year end, with deposits 
of $487,422,200. It administers a trust business 
running into hundreds of million dollars. 

President William Fulton Kurtz stated that 
the merged institutions will be operated as 
branches, making a total of 18 offices. All 
active officers and employees will continue in 
their present capacities. 


Mergers 


San Francisco, Cal.—Effective March 3rd, 
CROCKER FIRST NATIONAL BANK and 
the Farmers & Merchants Savings Bank, Oak- 
land, were consolidated. 

Chicago, Ill—TRUST CO. OF CHICAGO 
last month purchased the trust business of the 
Illinois Bankers’ Life Assurance Co. 

London, Ont., Canada—LONDON & WEST- 
ERN TRUSTS CO., HURON & ERIE MORT- 
GAGE CORP., and CANADA TRUST CO. 
were merged at the end of 1946, resulting in 
total assets of $140,000,000. All three have 
head offices in London, with branches in six 
provinces. No changes in staffs or headquar- 
ters are planned. 


A GAIN OF $46 million dollars in trust assets 
administered by Massachusetts state trust com- 
panies is reported by the Commissioner of 
Banks for 1946. The respective year-end totals 
are $1,353,308,000 and $1,306,599,000. Stocks 
comprised 49.84% of the later total as against 
50.25% a year earlier. Government, state and 
municipal bonds rose from 28.02% to 30.49%. 


The main London office of Guaranty Trust 
Company of New York, one of the first 
branches established in Europe by any Amer- 
ican bank, observed its 50th anniversary, on 
March 1. The original site at 32 Lombard 
Street has been occupied continuously by the 
branch since it was opened on March 1, 1897, 
except for a period during World War II 
when damage caused by a direct bomb hit on 
the building necessitated a temporary move. 


Guaranty’s London office was established tc 
provide complete banking service to American 
and British business firms, banks, and indi- 
viduals. An affiliate of the Guaranty, the 
Guranty Executor and Trustee Company, Ltd., 
established in 1925 and also located at 32 
Lombard Street, is a fully qualified British 
trust corporation. Its services are of special 
value to Americans whose estates contain 
English assets, and to individuals in England 
with assets in other countries because of its 
access to the facilities of the Guaranty Trust 
Company in the United States and elsewhere. 


History of Trust Business 


N addition to the states listed at page 96 
of the January issue, the following state 
chairmen have been appointed to the commit- 
tees preparing material for the A.B.A. Grad- 
uate School of Banking on the History of 
Trust Business: 
INDIANA: Donald S. Morris, Fletcher Trust 
Co., Indianapolis 
IOWA: Noel T. Robinson, Central Nationa’ 
Bank & Trust Co., Des Moines 
LOUISIANA: Francis C. Doyle, National 
Bank of Commerce, New Orleands 
OHIO: William E. Anderson, Central Trust 
Co., Cincinnati 
PENNSYLVANIA: Edwin Keister, Harris- 
burg Trust Co. 





Trust Institution Briefs 


Los Angeles, Cal—SECURITY-FIRST NA- 
TIONAL BANK has opened three new 
branches, situated in Bakersfield, Bixby Knolls, 
and in the Van Nuys area. Trust services will 
be available at the branches through contacts 
of nearby established branches. 


Washington, D. C.—Consolidation of the 
UNION TRUST CO. and the Citizens Bank of 
Washington was approved by the Securities 
and Exchange Commission. Officers of the 
trust department are: J. Wesley Clampitt, Jr., 
vice president; Willard G. McGraw, trust of- 
ficer; Thomas Grant, Jr., Melville W. Stuart, 
assistant trust officers; Wilbur C. Dieter, 
trust investment officer, and August E. Henze, 
assistant trust investment officer. 

Chicago, I1l.—Arthur T. Leonard, senior vice 
president of the CITY NATIONAL BANK & 
TRUST CO., was elected vice president of the 
Chicago Association of Commerce & Industry 
at its meeting last month. 

Chicago, Ill.—Wayne R. Bennett, vice pres- 
ident in the trust department of CONTINEN- 
TAL ILLINOIS NATIONAL BANK & TRUST 
CO., has been nominated for president of the 
University of Illinois Alumni Association. 

Glen Ellyn, I11—DU PAGE TRUST CO. has 
been authorized to establish a trust department 


PITTSBURGH'S 
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by the State Auditor. The new department 
will be under the direction of Edward C. Klein, 
vice president, who has had wide experience in 
trust operations as a practicing attorney. 

Indianapolis, Ind.—John M. Zuber, vice pres- 
ident and trust officer of AMERICAN NA- 
TIONAL BANK, has become editor of the 
Trust Section, Financial Advertisers Bulletin. 

South Bend, Ind.—R. Floyd Searer, vice 
president and trust officer of the FIRST BANK 
& TRUST CO., was elected president of the 
South Bend Community Chest. 

Kansas City, Kans—COMMERCIAL NA- 
TIONAL BANK was recently granted trust 
powers under the Federal Reserve Act. 

Hickory, N. C—FIRST NATIONAL BANK 
of Catawba County was granted trust powers 
last month, under he Federal Reserve Act. 

Cincinnati, Ohio—Halsey G. Bechtel, Jr., 
assistant trust officer, CENTRAL TRUST CO., 
was elected president of the Cincinnati Life 
Insurance & Trust Council; Maynard D. Conk- 
lin, trust officer of FIFTH THIRD UNION 
TRUST CO., elected a member of the executive 
committee. 

Ravenna, Ohio—The First Savings Bank of 
Ravenna changed its name to the FIRST SAV- 
INGS BANK & TRUST CO. 

Tulsa, Okla—Norman M. Hulings, trust 
officer and vice president of the FIRST NA- 


Executors 


on whom rest the responsibility 


of disposing of jewelry and 
precious objects for estates, can 
have full trust in offers made 
for purchase of single items or 
lots, with the assurance that all 
information will be held in 


strictest confidence by 


HAMMER GALLERIES 


682 Fifth Ave. * New York 19 





TIONAL BANK & TRUST CO., was named 
to the board of trustees of Hilcrest Memorial 
hospital. 


Philadelphia, Pa——Thomas A. Bracken, Jr., 
vice president and trust officer of the REAL 
ESTATE TRUST CO., was elected chairman 
of the board of the Tampa Gas Co. 


Roanoke, Va.—Consolidation of the Colonial- 
American National Bank and the Liberty 
Trust Bank took place at close of business 
on December 31, 1946. It will remain as the 
COLONIAL-AMERICAN NATIONAL BANK, 
with D. P. Hylton, vice president and trust 
officer, in charge of the trust department. 


Graduate School of Banking 
Adds to Faculty 


AMONG THE TWELVE NEW MEMBERS added to 
the faculty of The Graduate School of Banking 
to lecture at the school’s 1947 resident session 
at Rutgers University, June 16-28, are: A. 
James Casner, professor of law at Harvard 
University and member of the Boston law firm 
of Ropes, Gray, Best, Coolidge, and Rugg; 
Robert Coltman, assistant vice president in 
charge of the Investment Department, Prov- 
ident Trust Company, Philadelphia; Joseph E. 
Morris, vice president in charge of the Invest- 
ment Department, City Bank Farmers Trust 
Company, New York, and Paul I. Wren, vice 
president, Old Colony Trust Company, Boston. 
Prof. Casner will lecture in the Trusts major, 
while the others named will lecture in the 
Investments major. 


The resident session at Rutgers next June 
will mark the beginning of the twelfth year 
of The Graduate School of Banking. The new 
freshman class added to the two returning 
classes will make the largest enrolment that 
the school has had in its existence. The student 
body together with the faculty will total in 
the neighborhood of 1,000 men. 


In Memoriam 


RICHARD W. 
HILL, retired 
secretary of the 
American Bank- 
ers — Association 
and the American 
Institute of Bank- 
ing. He was very 
active in The 
Graduate School 
of Banking, and 
because of his in- 
terest in this and 
the services per- 
formed by him, 
the Board of 
Regents of the 
School establish- 
ed the “Richard 
W. Hill Award,” 
to be made annually to the active bank officer 
in each graduating class who at the time of 
graduation is the oldest member of the class. 


JAMES G. MARTIN, JR., vice president and 
trust officer of the Merchants & Planters Bank, 
Norfolk, Va., and member of the law firm of 
Martin & Martin of that city. 


WILLIAM F. AUGUSTINE, vice president 
of the National Shawmut Bank of Boston and 
treasurer of the American Bankers Association 
from 1941 to 1943. 


T. HUNTER BELL, trust officer of Security 
National Bank & Trust Co., Greensboro, N. C. 


FRANK P. HARRIS, assistant trust officer 
of the Florida National Bank, Miami. 


ALEXANDER J. GAMBLE, president and 
trust officer of the Boise (Idaho) Trust Co. 


ARCHIBALD FORBES, vice president of 
the Lawyers Trust Co., N. Y. 


FRANCIS H. HAYES, former president of 
the trust department of the Union Bank, 
Chicago, from 1923 to 1931. 


RICHARD W. HILL 
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City Bank Farmers Celebrates 125th Anniversary 
First Company Chartered To Do Trust Business 


ITY Bank Farmers Trust Company of New 

York, the first Company in America to 

be granted trust powers, celebrated its 125th 

anniversary on February 28. The organization 

was chartered under the name of The Farmers’ 

Fire Insurance and Loan Company. John T. 
Champlin was the first President. 


The Company’s first fire insurance policy 
was written on July 6, 1822. Its fire insurance 
business was discontinued in 1835 and a year 
later the charter was amended to change the 
name to The Farmers’ Loan and Trust Com- 
pany. 

It was a number of years after the founding 
of the Company before trust privileges were 
developed to any extent. Some idea of the 
magnitude of the trust work undertaken and 
carried out by the Company can be gained 
from the business known as the Holland Patent 
which occupied its attention in the middle of 
the last century. This involved 4,000,000 acres 
of land covering the five most westerly coun- 
ties in New York State and portions of three 
others. The Company, as Trustee, eventually 
came into possession of this vast tract and 
became the largest landholding corporation in 
the country. These lands have since been dis- 
posed of, but under the terms of some old 
mortgages the Company is still entitled to 
lands covered by lakes and the lands used as 
highways, should any such roads be abandoned. 


The Trust Company took an important part 
in the financing of World War I, accepting 


Lindsay Bradford, Present President 
of the Trust Company 


The First President of Trust Company 








subscriptions to the several Liberty Loans of 
over $100,000,000. It was appointed trustee in 
connection with the British Government’s first 
secured loan of $250,000,000 in the United 
States and the London office was appointed 
bankers in London of the United States Navy. 

Farmers’ Loan and Trust was the first 
New York trust company to establish offices 
in Paris and London and the first to establish 
an office on a trans-Atlantic liner. 


Thirteen men have been President of the 
Trust Company, Lindsay Bradford has headed 
the organization since March 10, 1936, when 
the late James H. Perkins was elected Chair- 
man of the Board. 

Farmers’ Loan and Trust Company became 
affiliated with The National City Bank of 
New York on June 29, 1929 under the name 
of City Bank Farmers Trust Company, as a 
consolidation of the trust organizations of the 
two institutions. City Bank Farmers now 
conducts a trust business exclusively. 


BOSTON MUTUAL LIFE INSURANCE Co. has es- 
tablished a retirement plan available to all 
full-time home office employees, officers, dis- 
trict and assistant superintendents, district 
and assistant cashiers. State Street Trust 
Company of Boston will serve as trustees of 
the funds contributed by the company and the 
employees. 





ESTATE PLANNING UNDER HALLOCK CASE 


Effect of Treasury Decision 5512 


HENRY CASSORTE SMITH 
Member of the New York Bar 


NE of the most serious problems facing 

a person attempting to devise an ade- 
quate and intelligent estate plan is the pos- 
sibility that the plan may be in whole or 
part frustrated by the imposition of sub- 
stantial federal estate taxes on the princi- 
pal of an irrevocable trust which the grant- 
or had expected would be considered com- 
pletely outside of his estate. This serious 
situation arises as a result of the extended 
application of the rule enunciated in Hel- 
vering v. Hallock, 309 U.S. 106 (1940). 
This problem has been placed in the fore- 
ground by Treasury Decision 5512, amend- 
ing Regulations 105, Section 81.17, which 
section relates to inter vivos transfers in- 
tended to take effect at or after death. 


That part of Section 811(c) of the Inter- 
nal Revenue Code with which we shall con- 
cern ourselves has been continuously a 
part of the federal estate tax statutes since 
1916 when the first estate tax law was en- 
acted. It presently reads as follows: 

“The value of the gross estate of the de- 
cedent shall be determined by including the 
value at the time of his death of all property, 
real or personal, tangible or intangible, 
wherever situated, except real property 
situated outside of the United States — 


co 3 % 


“(c) To the extent of any interest there- 
in of which the decedent has at any time 
made a transfer by trust or otherwise,... 
intended to take effect in possession or en- 
joyment at or after his death .. .” 


Law Prior to Hallock Case 


HE early regulations through Regula- 
tions 70 made no attempt definitely to 
define the transfers taxable under the stat- 
ute but merely paraphrased the statute. 


For many years after the enactment of the 
statute few inter vivos transfers were 
found subject to its provisions. 


Prior to the decision in the Hallock case. 
practically the only type of transfer taxable 
under what is now Section 811(c) of the 
Code (apart from transfers found to have 
been made in contemplation of death and, 
after March 3, 1931, transfers where the 
grantor had reserved the income to himself 
for life) was one wherein the grantor had 
expressly provided that interests should 
not vest in the secondary life tenants and 
the remaindermen unless the grantor died 
before they did. If there was a vesting of in- 
terests in the secondary life tenants and re- 
maindermen at the time of the transfer, the 
transfer was not taxable in the grantor’s 
estate even though it was provided that if 
the secondary life tenants and remainder- 
men died before the grantor, the property 
should revert to him. The Hallock case 
eliminated this subtle and not very intelli- 
gent distinction. 


Helvering v. Hallock, upon which the 
present rules in respect of the taxation of 
reversionary interests is based, was decided 
in 1940. Several grantors created trusts 
which provided that other persons should 
receive the income for life but that the prin- 
cipal of the trusts should revert to the 
grantors if the life tenants predeceased 
them. The Supreme Court expressly over- 
ruled its decisions in the two St. Louis 
Union Trust Co. cases, 296 U.S. 39, 48 
(1935) and held that the trusts were sub- 
ject to the estate tax. The Court said that 
(p. 112): 


‘cc 


. . . the statute taxes not merely those 
interests which are deemed to pass at death 
according to refined technicalities of the 


337 





law of property. It also taxes inter vivos 
transfers that are too much akin to testa- 
mentary dispositions not to be subjected 
to the same excise .. .” 
Paraphrasing the Court’s opinion, a distinc- 
tion based solely on differences in language 
would not be sanctioned where such differ- 
ences did not result in a practical difference 
in effect. 


From Hallock to Stinson 


NCOURAGED by the Hallock decision 

the Commissioner of Internal Revenue 
proceeded to attempt to tax all sorts of 
transfers as being “intended to take effect 
in possession or enjoyment at or after... 
death”. The Commissioner, departing com- 
pletely from the principle reaffirmed in the 
Hallock case that the criterion of taxation 
is whether “... the death of the grantor 
[is| the indispensable and intended 
event which... [brings] the larger estate 
into being for the grantee and .. . [effects | 
its transmission from the dead to the liv- 
ing ...”, attempted to tax all inter vivos 
transfers where the grentor had retained, 
expressly or by operation of law, any rever- 
sionary interest regardless of whether the 
ultimate beneficiaries’ possession or enjoy- 
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ment was contingent upon the grantor’s 
death and regardless of the unlikelihood of 
the reversionary interest’s ever being en- 
joyed by the grantor. The result was con- 
fusion and much litigation. 

Soon the problem of the application of 
what is now Section 811(c) of the Code 
arose in connection with the common trust 
provision where a grantor creates a trust, 
the income from which is to be paid to his 
wife for life, upon her death to his child 
or children for life or until a certain age 
is attained, the principal then to be paid 
over to the children’s issue or, if none, a 
reversionary interest in the grantor. It 
was held in a number of cases that where 
the grantor’s interest was very remote, 
Section 811(c) woyld not be applied. Comm. 
v. C. V. W. Kellogg, Exrs., 119 F(2d) 54 
(C.C.A. 3rd., 1941); Comm. v. Est. of F. 
Hall, 153 F(2d) 172 (C.C.A. 2nd., 1946) ; 
Est. of Sallie Henry, 4 T.C. 423, 443, 446 
(1944). This rationale is not without mer- 
it as there is reason to assume that the 
grantor had no testamentary intent where 
the provisions of the trust instrument give 
him reversionary rights’ which could take 
effect only on a very remote contingency. 
However, the practice of predicating taxes 
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upon 2 principle of remoteness was most 
unsatisfactory because it introduced ques- 
tions of degree and of the grantor’s sub- 
jective intention which made litigation 
necessary in the case of almost every trust 
where there was not a decision on “all 
fours”. 


In a number of cases an attempt was 
made to distinguish the Hallock case on the 
ground that the grantor’s reversionary in- 
terest arose by operation of law rather than 
by an express provision in the trust instru- 
ment. This question was decided in favor 
of the Commissioner in Bank of California 
N. A. Exr. (Est. of M. E. Girvin) v. Comm., 
155 F(2d) 1 (C.C.A. 9th., 1946), cert. den., 
Sup. Ct., Oct. 14, 1946; Comm. v. Bayne’s 
Estate, 155 F(2d) 475 (C.C.A. 2nd., 1946) ; 
end in Comm. v. Est. of Sidney M. Spiegel, 
C.C.A. 7th. (Dec., 1946), 47-1 U.S.T.C. 
para. 10, 531. But in a number of Tax 
Court decisions it was held that Section 
81l1(c) of the Code would not be applied 
where the reversionary interest arose only 
by operation of law. Est. of Joseph K. Cass, 
3 T.C. 562 (1944); Est. of Edward P. 
Hughes, 7 T.C. No. 157 (1946); Est. of 
Nettie Friedman, 8 T.C. No. 7 (Jan., 1947). 
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Finally, it was held in a number of deci- 
sions that the true test of estate tax lia- 
bility under what is now Section 811(c) of 
the Code required the determination of 
whether the death of the grantor enlarged 
the interest of the ultimate beneficiary of 
the trust. See, for example, Lloyd’s Estate 
et al., v. Comm., 141 F(2d) 758 (C.C.A. 
3rd., 1944). There the grantor created sep- 
arate trusts for his two sons, the income to 
be accumulated and paid to them at 25 years 
of age after which all the income was pay- 
able to them. Each son was given a general 
power of appointment over the principal of 
the trust for him. Upon the failure of the 
sons to exercise the power of appointment 
the principal of eech trust was to go to the 
wives and descendants of each son in ac- 
cordance with the Pennsylvania intestacy 
statutes and, in default of the sons leaving 
wives and descendants, to the grantor or his 
legal representatives. The court held that 
no estate taxes should be imposed. The re- 
sult and reasoning in this decision are of 
considerable importance because they are 
the basis for one of the two requirements 
which under the new regulation must both 
be present before Section 811(c) becomes 
applicable. 
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Stinson — Field — Goldstone 


N 1945 the Supreme Court decided three 
gata dealing with the scope of Section 
81l(c) of the Code. In Fidelity-Philadel- 
phia Trust. Co. et al (Stinson Estate) v. 
Rothensies, 324 U.S. 108, the grantor had 
made a transfer in trust prior to March 3, 
1931,* reserving for herself the income for 
life, the income upon her death to be paid 
to her two daughters and upon their deaths 
the principal to be paid over to their sur- 
viving descendants with cross-gifts if either 
of them died without descendants. If neith- 
er daughter left descendants, the remain- 
ders were to pass as appointed by the grent- 
or’s will and, in default of such appointment 
by her, to certain charities. The decedent 
exercised the power of appointment by will 
and predeceased her daughters. The Su- 
preme Court, which had limited its review 
to the problem of valuation, held that the 
entire value of the corpus of the trust was 
subject to the estate tax on the ground that 
it was a transfer intended to take effect in 
possession or enjoyment at or after the 
grantor’s death. The Court said (at pp. 111- 
2): 

“It is fruitless to speculate on the proba- 
bilities of the property being distributed 
under the contingent power of appoint- 
ment. Indeed, such speculation is irrelevant 
to the measurement of estate tax liability. 
The application of this tax does not depend 
upon ‘illusive and subtle casuistries’.. . 
No more should the measure of the tax de- 
pend upon conjectures as to the propinquity 
or certainty of the decedent’s reversionary 
interests. It is enough if he retains some 
contingent interest in the property until 
his death or thereafter, delaying until then 
the ripening of full dominion over the prop- 
erty by the beneficiaries. The value of the 


*The significance of this date will be discussed later. 


TRUSTS and ESTATES—March 1947 


property subject to the contingency, rather 
than the actuarial or theoretical value of 
the possibility of the occurrence of the con- 
tingency, is the measure of the tax.. .” 


It is interesting to note that the future dis- 
position of the remainder interests was 
just as uncertain after the grantor’s death 
és before. 


The same day it decided the Stinson case, 
the Supreme Court decided Comm. v. Estate 
of Field, 324 U.S. 113. There the grantor 
had, prior to March 3, 1931, created a trust 
measured by the lives of his two nieces 
wherein it was provided that the income 
should be paid to him for life and, if the 
trust had not terminated at his death, the 
trusteed property was to continue to be held 
in trust for the grentor’s issue who were 
to receive the income or, if there were no 
issue, the grantor’s brother or sister or 
their issue were to receive the income. The 
trust provided that if the grantor still lived 
upon the termination of the trust (by the 
deaths of both nieces), the principal was to 
be returned to him, otherwise the principal 
was to be paid to the income beneficiaries. 
The grantor died while the two nieces were 
still alive. It was held that the entire corpus 
and not merely the value of the reversion- 
ary interest was includible in his estate; 
that the fact that the reversionary interest 
was remote* was without significance. Un- 
like the inheritable type of reversionary in- 
terest in the Stinson case, the reversionary 
interest in the Field case came before the 
remainder as in the Hallock case. In the cir- 
cumsténces, the sweeping language of the 
opinion seems somewhat unnecessary. 


*The trust fund (in excess of that which was taxable 
because of certain reserved powers) was approximately 
$157,000 and the value of the possibility that the trust 
fund might revert to the grantor on survival of his two 
nieces was only $900. 


Complete facilities for handling your 


Banking and Fiduciary Business 


promptly and effectively. 


tke FIFTH THIRD [JNION TRUST <° 


CINCINNATI, OHIO 


Member Federal Reserve System — Member Federal Deposit Insurance Corporation 





In the third case, Goldstone v. United 
States, 325 U.S. 687, the insured had taken 
out single premium life insurance and an- 
nuity policies, with his wife as beneficiary. 
The policies provided that if she prede- 
ceased him, his daughters were to receive 
the proceeds of the policies but if the wife 
and daughters all predeceased him, the pro- 
ceeds were to be paid to his executors or 
edministrators. Each policy gave the wife 
the unrestricted power to assign it, borrow 
upon it, or obtain the cash surrender value, 
thus cutting off the reversionary rights of 
the grantor’s estate. She survived the in- 
sured without having exercised any of these 
rights. The court held that the entire pro- 
ceeds of the policies were part of the gross 
estate of the insured for estate tax pur- 
poses. 


The Goldstone case is noteworthy for the 
reason that there the wife had, in effect, un- 
restricted dominion over the assets repre- 
sented by the policies. Justices Roberts end 
Douglas dissented on the ground that the 
wife being, for all practical purposes, the 
owner of the policies, her ownership was not 
augmented or changed by the death of the 
insured. 


The New Regulation 


N May 1, 1946, Treasury Decision 5512 

was approved. This decision extensive- 
ly revised Section 81.17 of Regulations 105 
and, to the surprise of most persons fa- 
miliar with the opinions in the Stinson, 
Field and Goldstone cases, the new regula- 
tion provided that the mere existence of a 
possibility of reverter—‘a string’”—in the 
grantor would not alone result in an inter 
vivos transfer being “intended to take ef- 
fect in possession or enjoyment at or after 
... death” within the meaning of Section 
811(c) of the Code. 
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The essence of the new regulation is con- 
tained in the provision that the value of the 
property transferred is includible in the 
grantor-decedent’s estate only if, 


“(1) possession or enjoyment of the 
transferred interest can be obtained only 
by beneficiaries who must survive the 
decedent, and 


“(2) the decedent or his estate pos- 
sesses any right or interest in the prop- 
erty (whether arising by the express 
terms of the instrument of transfer or 
otherwise).” (Italics supplied) 


Stated differently, under the regulation 
the possibility that the grantor may reac- 
quire the property does not give rise to es- 
tate tax liability wnless the beneficiaries 
must necessarily survive the grantor in or- 
der to obtain possession or enjoyment of the 
property. 


The adoption by the Commissioner of 
these two co-existent requirements repre- 
sents a considerable concession to taxpay- 
ers and a recognition of the sound reason- 
ing in Lloyd’s Estate et al. v. Comm., supra. 


The new regulation sets forth eight ex- 
amples to illustrate the application of the 
two requirements for taxation. The follow- 
ing general observations may be made re- 
garding the quoted new regulation and the 
examples contained therein. The rights of 
the grantor need not be provided for ex- 
pressly in the instrument of transfer. A re- 
versionary interest by operation of law (un- 
der the intestacy laws of the stete of the 
grantor’s domicile) is a sufficient basis for 
taxation. The Commissioner will urge that 
this rule is supported by the Supreme 
Court’s refusal on October 14, 1946, to 
grant certiorari in Bank of California, 
N.A., (Est. of M. E. Girvin) v. Comm., 
supra. From the examples given in the new 
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regulation it is clear that the full value of 
the property found to have been transferred 
by reason of the grantor’s death is subject- 
ed to estate taxes. This position is support- 
ed by the Stinson end Field cases. 


Incidentaily it has been held recently that 
where the grantor’s reversionary interest 
related only to a portion of the trust princi- 
pel, only that portion would be subjected to 
the estate tax under Section 811(c) of the 
Code. Bankers Trust Co. (Est. of Emmett 
A. Saunders) v. Higgins, C.C.A. 2nd., Jan. 
7, 1947, C.C.H. Fed. Estate and Gift Tax 
Reporter, para. 10,533. 


Examples Considered 


O separation of interests within the 

same transfer into those conditioned 
on survivorship of the grantor and those 
not so conditioned is considered except 
where, as in Example (1) there is an out- 
stending life estate as of the date of the 
grantor’s death. The time as of which the 
two tests of subjection to taxation are ap- 
plied under the new regulation is the mo- 
ment immediately before the grantor’s 
death. This is important because events oc- 
curring between the date of the transfer 
and the date of the grantor’s death by re- 
moving or grenting rights not conditioned 
on the grantor’s death may, as in Example 
(8), result in no estate tax being imposed. 
This rule is apparently based upun certain 
language in the opinion in the Goldstone 
case. (325 U.S. at p. 693). 

Exemple (1) is a transfer in trust by an 
elderly person, the income to be paid to a 
grandchild for life with remainder to her 
child, the estate to revest in the grantor if 
he survived the life tenant. The new regula- 
tion states that, since the remainderman 
must survive the grantor and he had a re- 
versionary interest up to the date of his 
death, the velue of the remainder interest 
is taxable but the value of the granddaugh- 
ter’s existing life estate is not taxable since 
she need not survive the grantor to obtain 
her interest. This illustrates the rule settled 
by the Stinson and Field cases, that the re- 
moteness of the possibility of reverter does 
not prevent taxation under Sec. 811(c) of 
the Code. 

Example (2) represents the more com- 
mon trust where the grantor gives the in- 
come to his son for life, the remainder to 
be paid to the son’s surviving issue, the 
principal to revert to the grantor if the son 
leaves no surviving issue. The regulation 
states that no estate taxes will be imposed 
in this situation for the reason that despite 
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the grantor’s reversionary interest, the 
son’s issue need not survive the grantor to 
obtain his remainder in the trusteed prop- 
erty. The Commissioner’s marked change 
of attitude in respect of the incidence of es- 
tate taxation in this situation is an unex- 
pected concession to the taxpayer. 

Example (3) illustrates the rule, ap- 
proved by the new regulation, that the ques- 
tion of taxability must be determined on the 
facts as they actually exist immediately 
prior to the grantor’s death. There the 
grantor transferred property in trust, the 
income to be paid to his wife for life, the 
principal to be paid upon her death to the 
grantor’s father, if the latter were then liv- 
ing, if not, the property to revert to the 
grantor, if living, otherwise to the grantor’s 
issue and their heirs. The regulation states 
that if the father’s death occurs first, fol- 
lowed by the death of the grantor, it would 
then eppear at the moment prior to the 
grantor’s death that the remainder interest 
can be obtained only by beneficiaries who 
must survive the grantor. It follows that, 
with the grantor’s reversionary interest, 
the value of the remainder is subject to the 
estate tax. Although not expressly so stated, 
there is a definite implication in this ex- 
ample thet if the father does not die before 
the grantor, no estate tax will be imposed. 

Example (4), like Example (2), illus- 
trates the triumph of the sound reasoning 
of the Lloyd case. The trust calls for pay- 
ment of income to the grantor’s son until 
the latter reaches 25, the principal then to 
be paid to him. If the son dies before reach- 
ing 25 years of age, the principal should 
revert to the grantor if living, otherwise to 
the son’s heirs. No portion of the property 
is here includible in the grantor’s estate 
for the reason that despite his reversionary 
rights his son can obtain the principal even 
though the grantor is alive. It is interesting 
to note that the facts in Example (4) are 
similar to those in Estate of Bayard Dom- 
inick v. Comm., 152 F(2d) 843 (1946), 
cert. denied, Feb. 3, 1947, where the Second 
Circuit Court of Appeals held directly con- 
trary to the Commissioner’s position in this 
example. 


In Example (5) the facts are much like 
those in the Stinson case. Here the grantor 
retained a life estate in the income from 
the trust with a succeeding life estate in 
the income.to A, the principal to be paid on 
A’s death to the latter’s issue who survived 
both the grantor and A. Grantor retained 
a power to designate who should take the 
remainder in the event that A died without 





surviving issue. The regulation provides 
that the entire value of the corpus (includ- 
ing the value of A’s life estate) is includ- 
ible in the grantor’s estate because (1) 
possession or enjoyment of the property can 
be obtained by A and A’s issue only if they 
survive the grantor and (2) the grantor’s 
contingent power of zeppointment consti- 
tutes a reversionary right in him. This ex- 
ample illustrates the point that the inci- 
dence of tax is not dependent upon the bene- 
ficiaries’ obtaining possession or enjoyment 
of the property at the very time of the 
grantor’s death, but merely that they come 
into possession or enjoyment at or after 
grantor’s death (as when the grantor first 
died and A leter dies). It should be noted 
that in Example (5) if the transfer was 
made after March 3, 1931, the entire value 
of the property would also be subject to the 
estate tax because of the grantor’s reserva- 
tion of a life estate. This important exam- 
ple will be further discussed later. 


Example (6) covers the situation where 
a grantor created a trust, the income to be 
paid to himself for life, the income then to 
be paid to his wife and son during their 
lives. Upon the death of the son, the princi- 
pal was to be paid to the son’s wife, or, if 
she failed to survive, to the son’s issue and, 
if none, to the decedent’s next of kin. The 
regulation states that no part of the trus- 
teed property is subject to the estate tax. 
Although possession of the transferred in- 
terest can be obtained by the beneficiaries 
only if they survive the grantor, the other 
of the two tests is not satisfied because the 
decedent has parted with every right or in- 
terest in the property. Accord, Comm v. 
Est. of F. Hall, 153 F (2d) 172 (C.C.A. 2nd., 
1946); Comm. v. Kellogg, 119 F(2d) 54 
(C.C.A. 3rd., 1941). The Commissioner 
thus recognizes the practical impossibility 
of a grantor actually surviving his next of 
kin. It should be observed that if in Ex- 
ample (6) the transfer took plece after 
March 3, 1931, the principal would be sub- 
ject to estate tax by reason of the life es- 
tate reserved by the grantor. 


Example (7) illustrates a possibility of 
reverter by operation of law in respect of 
which we have seen there is authority sanc- 
tioning the imposition of the estate tax. 
The grentor transferred property in trust, 
the income to be paid to his son during the 
grantor’s life, the principal to be paid to 
his son if the latter were living at the 
grantor’s death, and, if not, to the son’s 
issue surviving both the son and the grant- 
or. The entire value of the remainder is 
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subject to the estate tax because (1) neith- 
er the son nor his issue may take unless 
they survive the grantor end (2) the grant- 
or has a reversionary interest (by opera- 
tion of the intestacy laws) if his son and 
the latter’s issue predecease the grantor. 


Example (8) is not a common situation. 
There the grantor transferred property in 
trust, the income to be paid to his daughter 
during the lives of the grantor end his wife, 
the remainder to go to the daughter, or, if 
she were not alive upon the death of the 
survivor of the grantor and his wife, to the 
daughter’s issue. The wife was given unre- 
stricted power to alter, amend or revoke the 
trust. The regulation states that if the wife 
predeceases the grantor, the value of the 
property is taxable in the grantor’s estate 
because (1) immediately prior to his death 
his daughter’s and her issue’s possession 
and enjoyment of the remainder are de- 
pendent upon their surviving the grantor 
and (2) the grantor retained up to the date 
of his death a reversionary interest by 
operation of law. If, however, the grantor 
predeceased his wife, no estate tax would 
be imposed because the wife could, during 
the grantor’s lifetime, obtain possession of 
the trusteed property through the exercise 
of her power to alter, amend or revoke. 
The reasoning and result in Example (8) 
are supported by Estate of Ballard v. 
Comm., 47 B.T.A. 784, affd. 188 F(2d) 512 
(C.C.A. 2nd., 1943) and Est. of Julius B. 
Weil, T.C. memo. op., C.C.H. Dec. 15, 470 
(M). The latter holdings znd the conclusion 
reached in Example (8) are, surprisingly 
enough, contrary to the Supreme Court’s 
holding in the Goldstone case.* 

This article will be continued in the next 
issue with emphasis on life insurance. 


*Additional citations of cases in accord with and con- 
trary to the various examples contained in the new regu- 
lation will be supplied upon request. 
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On the Legislative Front 


S this first report on 1947 legislation 
affecting estate and trusts was pre- 
pared, only a handful of measures had 
been signed into law. A number of im- 
portant measures are pending, and, with 
some 40 legislatures in session now or in 
the near future, it is expected that there 
will be a substantial quantity of sig- 
nificant new laws this year. 


The following bills have been signed: 


Colorado 


H.B. 308: Enacts Uniform Common 
Trust Fund Act with an additional sec- 
tion declaring that the bank shall have 
exclusive management and control over 
the funds which it establishes. 


H.B. 309: Exempts common trust funds 
as such from income taxation. 


S.B. 226: Requires court to appoint as 
special administrator, unless such would 
be detrimental, the executor named in the 
will, in all cases pending probate of the 
will, even though there is no contest. 


H.B. 157: Permits proof of the will by 
proving execution and proving testator’s 
signature, where a witness was at the 
time of execution in the armed forces, in 
addition to present conditions for proof. 

H.B. 690: Changes the procedure for 
determining heirship outside of an estate 
proceeding so that the court does not set 
a date certain for the hearing, but notice 
is given and parties have a certain time 
thereafter to plead, and hearing can be 
had at any time thereafter. 


Tennessee 


H.B. 45: Provides for the execution of 
proxies by a fiduciary holding corporate 
stock in a fiduciary capacity. 


Virginia 
Ch. 22: Provides that interest on pecuni- 
ary legacies shall accrue after one year 
from the death of the testator unless a con- 
trary intent is expressed or implied in will. 
Ch. 60: Makes it the duty of the fiduciary, 
rather than the probate court, to make the 
required apportionment of federal estate 

taxes among beneficiaries. 


Washington 


H.B. 221: Simplifies procedures in the 
transfers of stocks by fiduciaries. 


H.B. 224: Enacts uniform statute cover- 
ing application of stock and cash divi- 
dends. 


H.B. 225: Permits partial distributions 
by executors and administrators. 


H.B. 234: Permits nominee registration 
of securities held by a corporate fiduciary. 

H.B. 244: Adopts Prudent Man Rule of 
Trust Investments. 


MONG the more important bills pend- 
ing at this time are the following: 


Congress: Several proposals to amend 
the estate tax law, for the most part de- 
signed to benefit veterans’ organizations 
and estates of members of the armed forces 
dying in service. 


A bill to authorize establishment of 
common trust funds for banks in the Dis- 
trict of Columbia. 


Delaware: An act providing for appor- 
tionment of Federal and State estate taxes. 


Illinois: A bill to specify powers of 
trustees in cases other than those provided 
by the instrument or decree creating the 
trust. 


New York: A bill to revise the existing 
system of trustee compensation; one 
change would restore the former method 
of taking commissions on principal when 
receiving and paying out; another would 
reduce the annual principal commission 
from 110% to 50% of the income com- 
mission. 


Two amendments to Section 18 of the 
Decedent Estate Law relating to the right 
of election of a surviving spouse; one 
would provide a comprehensive statement 
of the requirements of a valid waiver of 
the right; the other would deny right to 
spouse whose treatment of the decedent 
was cruel or inhuman or whose conduct 
was such that it was unsafe to live with 
him or her. 


Oregon: A measure seeking to adopt 
the Prudent Man Rule of Trust Invest- 
ment. 


IT IS NOT UNETHICAL for the firm of which a 
lawyer is a member to represent him as trustee 
in bankruptcy, receiver or other fiduciary 
capacity, according to Opinion No. 271 of the 
Professional Ethics Committee of the Amer- 
ican Bar Association, This overrules No. 181. 





CONTROL OF CHARITABLE TRUSTS 
Regular Supervision by Attorney General Urged 


ERNEST R. D’AMOURS 
Attorney General, The State of New Hampshire 


HEN Professor Austin Scott pub- 

lished his great work on “Trusts” in 
1939, he politely challenged the attorneys 
general of the United States to do some- 
thing about the constant surveillance of 
charitable trusts.* “The community has an 
interest in the enforcement of such trusts 
and the attorney general represents the 
community in seeing that the trusts are 
properly performed ... Neither in England 
nor in the United States is the office of the 
attorney general so organized as to make 
it possible for him to exercise any general 
supervision over the administration of 
chariteble trusts. No reports of the adminis- 
tration of charitable trusts are submitted 
to him, and breaches of trust are likely to 
occur without his knowledge. In 1853 Par- 
liament provided for a permanent Board of 
Charity Commissioners with authority to 
examine into all charities in England or 
Wales, both as to the objects and manage- 
ment and the value of the property, and to 
require all trustees to furnish accounts end 
statements... 


“In the United States we have lagged far 
behind England in the matter of supervi- 
sion of the administration of charitable 
trusts. The enforcement of charitable trusts 
is left to the more or less sporadic action 
of the attorney general. In most of the 
states there is no officer who is charged 
with the duty of exercising any general su- 
pervision over the administration of char- 
itable trusts. And no one knows how much 
property is held upon such trusts and to 
what extent they are being properly admin- 
istered.” Yet, “the duty of the attorney gen- 
eral to enforce charitable trusts admits of 
no question.” But enforcement presupposes 
knowledge of what is going on, and knowl- 
edge of what is going on calls for periodic 
reports. It was such reports that enabled 
the English Charity Commission to achieve 
excellent results. 


Former Attorney General Frank R. Ken- 
ison, recently elevated to Associate Justice 


From an address delivered at the 1946 Annual Meeting 
of the National Association of Attorneys General. 


*Section 391. 


of the Supreme Court of New Hampshire, 
took official notice of the comments made by 
Professor Scott and, in his official report to 
the Legislature in 1940, he recommended 
that the attorney general be authorized to 
conduct a survey of all charitable and public 
trusts in New Hampshire and maintain on 
a permanent basis some machinery for pub- 
lic supervision in the future. There must 
be in each state, however small in size, 
millions of dollars in trust funds which are 
forgotten, unused or neglected and which 
could be put to work for the benefit of the 
municipalities and of the community at 
large through cy pres application. 


Two years later in 1943, it became my 
duty and privilege to repeat this recom- 
mendation. This time we were aided con- 
siderably by a dictum in a charitable trust 
case decided in 1942, Souhegan National 
Bank v. Kenison, 92 N. H. 117, 26 A. (2nd) 
26: “When the trust fund or property is not 
given to an institution as trustee for its 
own benefit, but the trustee has discretion- 
ary powers in administering the trust, as 
here, the occasion for supervision as an im- 
plement of enforcement seems especially 
demanded.” 


Legislative Action 


CCORDINGLY, a bill was drafted “Es- 
tablishing a Register of Public 
Trusts.” In substance it provided that in 
addition to his common law and statutory 
powers the attorney general shall have the 
authority to prepare and maintain such a 
Register. The bill as originally drafted pur- 
ported to cover not only charitable trusts 
proper, but also all charitable corporations. 
It was narrowed down to include only such 
trusts as are triangular, with a trustee 
standing in the middle and managing funds 
for the benefit of third parties. We hope 
some day to enlarge the scope of the stat- 
ute to include all charitable corporations 
and trustees of inter vivos trust funds 
(with the possible exceptions, as in Eng- 
land, of colleges, universities, churches, re- 
ligious and fraternal societies) when the 
public appreciates the benefits of periodic 
accountability to the attorney general. 
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The act empowers the attorney general 
to make rules and regulations. The public 
is permitted to inspect the Register at reas- 
onable times and for legitimate purposes. 
Fiduciaries have the duty to appear at the 
attorney general’s office upon request with 
any pepers involved in any trust. A penalty 
is provided for failure to so attend after 
due notice has been given. The act contains 
a testimonial privilege which, if exercised, 
exempts the fiduciary from prosecution for 
information secured in this manner. A man- 
datory duty is imposed upon all fiduciaries 
required to file reports in any court to én- 
nually make and render a report showing 
the property held, receipts and expendi- 
tures, names and addresses of beneficiaries, 
and such other information as may be re- 
quired. Failure for two successive years to 
file such reports constitutes a breach of 
trust, and the attorney general is directed 
to take such action as may be appropriate 
to compel compliance with the act. Each 
Register of Probate must give such infor- 
mation and copies of documents as may be 
requested and refusal to do so is a breach 
of his official bond. 
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Survey Undertaken 


MMEDIATELY following the adoption 
Lie the act, a survey was conducted 
throughout the state and all wills contain- 
ing charitable trust clauses, be they con- 
tingent or vested, were examined with a 
view to preparing a file in each case de- 
scribing the nature of the public charity, 
the amount involved, the beneficiaries men- 
tioned, the trustees designated, the bond 
furnished and the date of the latest ac- 
count to the Probate Court. This work was 
carried on over a period of nearly two 
years. 

At this point a registrar was appointed 
to advise the trustees of the existence and 
requirements of the act and to operate the 
machinery of the Register. A report blank, 
together with a copy of the act, was sent 
to all trustees, calling for a sworn state- 
ment of condition and of operation of the 
trust at the close of and for the period cov- 
ered by its last fiscal year. The data sub- 
mitted by each trustee consisted of a de- 
scription of the nature of assets held, lia- 
bilities existing, income received, expenses 
incurred, distributions made to _ benefi- 
ciaries, date of the last Probate Court ac- 
count, and the amount and name on surety 
bond. The reports were thoroughly exam- 
ined with a view to checking the inventory 
of assets, legality of investments, annual 
yield, ressonableness of income accumula- 
tions, nature and extent of expenses, trus- 
tees’ fees, proper and adequate distribution 
to charities, unreasonable reductions in 
capital, non-productive securities, dormant 
funds, advisability of cy pres application of 
unused or neglected funds, and so forth. 
In each cese where a situation was found 
needing correction the matter was pursued 
until the trust appeared to be in order. 


Results of Survey 


HIS survey and initial examination 

produced very beneficial results. The 
main result was not so much to correct 
criminal or bad faith administration, but 
to substitute ective administration for lack 
of any administration. Trust funds which 
lay dormant for one reason or another came 
to life again for the benefit of charities. 
With the attorney general’s finger on its 
pulse the administration of the funds 
gained in efficiency end economy. Probate 
accounts by trustees became more numer- 
ous and complete. Some trustees had not 
reported for periods ranging from five to 
twenty years. These long delays have re- 
sulted in the loss of funds. 
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Non-distributed funds were turned over 
to the intended charities, investments be- 
came more prudent, with the corpus not 
speculatively secrificed to income and vice 
versa. Stability of investment consistent 
with reasonable income was the standard 
laid down for trustees. The charges made 
for trustees’ fees were controlled so that 
trust funds might not be exploited for per- 
sonal gain and to the detriment of the char- 
ities involved. The practice of eccumulat- 
ing a large portion of the income each year 
was stopped. Petitions to the court by trus- 
tees for instructions increased in situations 
where the trustees excused their past inac- 
tion on the ground that changes in circum- 
stances since the death of the testator cre- 
ated doubts in their mind as to what should 
be done. Petitions for cy pres application 
of funds left for objects no longer existing 
were also more frequent. 


Another important result will be that 
testators will be more encouraged in the fu- 
ture to create charitable funds when they 
know that they will yield the full measure 
of the benefits intended under the supervi- 
sion of the attorney general. 
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Supervision in Other States 


N some states a certain supervision and 

accountability are present in a degree. 
In others the task of supervision is appar- 
ently left to the probate courts. It might be 
well to point out here that the enforcement 
of charitable trusts is essentially an equit- 
able jurisdiction which does not and cannot 
fell within the scope of the functions of 
the probate court which are essentially stat- 
utory in character. From time immemorial 
the jurisdiction to enforce charitable trusts 
has been in the courts of equity. 


What special machinery or process should 
be adopted and organized in each state is a 
problem of method which should be deter- 
mined concretely in the particuler circum- 
stances of time and place. Whatever the 
process, the method or the technique, one 
absolute need stands out—the need of a 
regular form of constant public supervi- 
sion and control over the administration 
of charitable funds to the end that the com- 
munity, the municipality and charities in 
general might receive the fullest possible 
measure of social benefits intended by phil- 
anthropists for their fellow men. 
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Now... here is the new and improved, modern-day 
version of CCH’s long-accepted Food Drug Cosmetic 
Law Reports —here is the authoritative, continuing 
reporter covering this important three-fold field. Its 
scope includes complete coverage of the Federal Food, 
Drug, and Cosmetic Act, with regulations, rulings, court 
and administrative decisions, forms, and the like — 
plus full texts of other related federal laws. 


And in addition, the statutes, interpretative court 
decisions, and’ pertinent attorney generals’ opinions 
for all states with ‘‘Copeland-type”’ laws are carefully, 
helpfully reported. Relevant full texts, detailed expla- 
nations, and editorial comments further increase the 
all-around usefulness of the ‘‘Reports’’ for all con- 
cerned with the production, processing, packaging, 
and labeling of foods, drugs, devices, and cosmetics. 
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Income Tax 


Trusts controlled by taxpayers through 
alter ego corporation. Taxpayers, husband 
and wife, established four trusts with com- 
munity property in 1939. Two trusts were 
for their minor children, and the remaining 
two for the benefit of the husband’s parents. 
Taxpayers had organized a corporation for 
the purpose of managing the four trusts, 
designating this corporation as trustee un- 
der the indentures. Taxpayer-husband 
owned all the stock other than qualifying 
shares of the corporation, and was also its 
president. The corporation had neither of- 
fices nor any other employees. Singling out 
the trusts for the parents, the Commission- 
er contended that notwithstanding the ex- 
istence of the corporation as trustee, the 
income was chargeable to taxpayers under 
Section 22(a) of the Code and the Clifford 
doctrine. HELD: This is a clear alter ego 
situation. The corporation was created for 
the distinct purposes of maneging trusts 
for the parents and acting as trustee there- 
under. It was completely controlled by the 
grantor-husband and moved about in the 
same manner as the husband himself would 
have proceeded had no corporation existed. 
The broad powers reserved to the grantor- 
husbend through this alter ego corporation 
and the close family relationship lead to an 
adjudication that the income of the two 
trusts in question is taxable to the grantors. 
McCutchin v. Comm., C.C.A.-5, No. 11665, 
Feb. 7. 


Income to trusts for minor beneficiaries, 
derived from partnership, not chargeable 
to grantor. Taxpayer, as trustee for her 
two minor daughters, entered in a partner- 
ship with her husband, for the purpose of 
continuing the business of a liquidated cor- 


and Practising Law Institute 


poration. As grantor she transferred the 
sum of $15,000. to each of the two trusts, 
50% of which amount she borrowed from 
her husband. The trust income was to be- 
come the sole property of the respective 
children as beneficiaries. As trustee, grant- 
or reserved to herself broad powers of man- 
agement, fixing the term of the trusts to 
age 21 of the beneficiaries, but terminable 
upon earlier distribution. At the time she 
created the trust, taxpayer had a separate 
estate in excess of $200,000. Taxpayer’s 
husband was the only member of the part- 
nership receiving a salary. The Commis- 
sioner sought to charge the income of the 
trusts to the taxpayer. HELD: The part- 
nership’s success was due, emong other 
things, to the capital invested by the tax- 
payer on behalf of the trusts. While tax- 
payer effectuated tax savings by having 
her minor daughters participate instead of 
herself, the trusts were bona fide. Complete 
transfers of the property were made, and 
while the grantor had broad powers, they 
were to be used by her as trustee, and not 
in her individual capacity. Furthermore, 
such powers were required to be exercised 
in the best interest of the beneficiaries and 
not for grantor’s own economic benefit. The 
income of the trusts, therefore, was not tax- 
able to the grantor, as contended by he 
Commissioner. Goerlich v. Comm., T.C.M. 
Jen. 22, 1947. 


Cost of annuity received in return for 
conveyance of property. Petitioner and hus- 
band conveyed property having a value of 
$265,000 to a college, receiving in exchange 
therefor a survivorship annuity bond pro- 
viding for lifetime monthly payments. A 
total of $142,900 was paid to the husbend 
until the time of his death. Thereafter, pe- 
titioner received monthly payments of $500, 
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aggregating $6,000 for the taxable year 
1941. She reported $3,975 as income for that 
year, being 3% of one-half of the value of 
the property ($265,000) conveyed to the col- 
lege. Since 3% of $265,000 exceeded $6,000, 
(the entire amount received by petitioner in 
1941), Commissioner contended that the full 
$6,000 constituted reportable income. 
HELD: For Commissioner. The annuity 
contract received comprised one and not two 
separate annuity contracts. There was no 
evidence to the effect that the property 
which was conveyed to the college was meant 
to be a gift. The fact is that the college com- 
mitted itself to provide the survivorship an- 
nuity. Since 3% of the cost of the annuity 
exceeds the sum received by the petitioner 
in 1941, the entire $6,000 constituted tax- 
able income to her in that year. Beattie v. 
Comm., C.C.A.-6, Feb. 5. 


Settlement received by taxpayer under 
claimed heirship not taxable. Taxpayer’s 
claim to share in decedent’s estate on the 
basis that she was the natural daughter and 
pretermitted heiress of decedent, was com- 
promised for approximately $206,000. Gov- 
ernment demanded income taxes on the 
sum thus received, on the ground that the 
taxpayer was not an heir or legatee, but 
merely had a claimed heirship, and that, 
therefore, the sums were not exempt under 
the law. HELD: Judgment for refund af- 
firmed. Taxpayer possessed a bona fide claim 
in her contention that she was a natural 
daughter of decedent. She was entitled to 
compromise the claim as she did. The sum 
received comprised property acquired by in- 
heritance, thus exempt under the law. 
United States v. Gavin, C.C.A.-9, No. 11,251, 
Feb. 4. 


Income chargeable to grantor under Clif- 
ford rule. Taxpayer established three trusts 
in 1934 in favor of his wife, son and daugh- 
ter respectively, designating himself and a 
fiduciary institution eas co-trustees. The 
trustees were authorized to apply the prin- 
cipal sums for the maintenance and educa- 
tion of the children, as well as for their sup- 
port, in the event of grantor’s death or in- 
capacitation. Upon the children attaining 
their respective majorities, the grentor was 
empowered to withhold further payments to 
the beneficiaries. The trust was to be dis- 
tributed to the children upon becoming 45 
years of age. The entire income of the wife’s 
trust was distributable to her, subject to the 
discretion of the grantor. Such income as 
was not so distributed was to be accumu- 
lated and subsequently paid over to her, in 
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the grentor’s individual discretion. Princi- 
pal of the trusts could be invaded by the 
grantor as required for support and main- 
tenance, reasonable travel and recreation of 
grantor’s wife, or if essential, for the sup- 
port, maintenance or education of the chil- 
dren. While no portion of the trusts could 
be employed to relieve the taxpayer of his 
obligation to any of the beneficiaries, the in- 
dentures permitted amendment. Grantor re- 
served the right to remove the corporate 
trustee and appoint a successor, or enlarge 
or decrease the number of trustees. HELD: 
Entire income of trusts is taxable to the 
grantor. Because of the close family rela- 
tionship, the extent of the control mein- 
tained over the trusts and the benefits in- 
directly enjoyable by the grantor, little 
change resulted in his economic status by 
virtue of the creation of the trusts. The 
case definitely falls within the Clifford rule. 
Shapero v. Comm., 8 T. C. No. 11, Jan. 22. 


Clifford rule applies where trusts effect 
no economic change. Taxpayer owned 2 sole 
proprietorship, consisting of a bottling dis- 
tribution and sales business. He obtained an 
exclusive sales agency for portions of Cali- 
fornia from the Seven-Up Company because 
of his personal ability to attract business 
in its behalf. In 1940, taxpayer and wife es- 
tablished trusts for the benefit of their 
minor children, transferring to these trusts 
certain assets of the enterprise, exclusive, 
however, of the sales-agency agreement. In- 
come having been derived by virtue of the 
existence of sales contract and taxpayer’s 
personal productive efforts, Commissioner 
construed the same to be community income 
and chargeable to taxpayer and his wife. 
HELD: Notwithstanding the fact that the 
contract itself was not transferred to the 
trusts, the income earned resulted from the 
sales arrangement and the personal efforts 
of the taxpayer. In effect, there being no 
change whetsoever with respect to the tax- 
payer’s relation to the enterprise or his eco- 
nomic status, the income of the trusts is 
reportable as community income. Easley v. 
Comm., 8 T. C. No. 17, Jan. 27. 


Trust sums used to pay insurance pre- 
mium on grantor’s life taxable to him. Un- 
der a trust created by taxpayer for his wife, 
trustee paid $830 of insurence premiums on 
taxpayer’s life from the trust income in 
1940. Trustee deposited all of the income of 
the trust in a bank account in the benefici- 
ary’s name. All checks for premium pay- 
ments were drawn on this account. It was 
clearly intended that all premiums were to 








be derived from the trust income. HELD: 
Since it appears that the sums deposited in 
the bank account were never meant to be 
subject to the unfettered use of the bene- 
ficiary, the aggregate of the sums paid in 
the form of premiums on the policies on the 
taxpayer’s life derived from the trust in- 
come, comprised taxable income to the tax- 
payer-grantor. Foster v. Comm., 8 T. C. No. 
22, Jan. 29. 


Trust income taxable to grantor where 
control retained and trusts revocable by one 
not having substantial adverse interest. 
Taxpayer established two trusts in 1931, 
designating a bank as trustee. The trustee 
was required to make quarterly payments to 
the wife of the taxpayer, or such person as 
a special committee (created under the 
trust) might direct, for the purpose of sup- 
port, maintenance and education of their 
two daughters. The grantor reserved the 
power to control investments. In taking ad- 
vantage of this power, he directed and ap- 
proved investment in “debentures” of a fam- 
ily holding company, 73% of the stock of 
which was owned by taxpayer, his wife and 
children. HELD: Grantor, by virtue of his 
power over the investments of the trust 
funds and his dealings with the family cor- 
poration, in effect made himself both lender 
and borrower of the principal of the trusts. 
His wife did not have a substential adverse 
interest in the trusts; she had far more to 
gain financially upon a revocation of the 
trusts, by virtue of what she might ulti- 
mately receive upon the prior death of the 
taxpayer. Under these circumstances, the in- 
come was chargeable to grentor. Joseloff v. 
Comm., 8 T. C. No. 24, Jan. 29. 


Estate Tax 


Charity bequest not subject to proportion- 
ate share where will silent on payment of 
estate taxes. Will gave widow life interest 
in full residuary estate, 24% of which was 
to devolve ultimately to charities. No specific 
instruction was contained in the will with 
respect to the payment of estate taxes. 
HELD: The charitable remainder is to be 
ascertained without being subject to pay- 
ment of any of the estate texes due. It is to 
be decreased only by so much of the estate 
taxes as are attributable to the widow’s life 
interest in the 24% share. By thus decreas- 
ing the charitable share, the amount of the 
exemption to which the estate is entitled un- 
der Section 812(d) is determined. Estate of 
Jack v. Comm., 8 T. C. No. 31, Feb. 6. 
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Transfer not in contemplation of death 
but affidavit to that effect of no consequence. 
Decedent, aged 73, effected transfers to her 
four children in 1934, dying eight years 
thereafter. The evidence indicated that she 
was motivated in making the transfers by a 
desire to assist two of her children, but in 
an endeavor to avoid partiality among her 
beneficiaries, made gifts to all of them. To 
evidence the fact that the transfers were 
not in contemplation of death, decedent ex- 
ecuted an affidavit to that effect, which affi- 
davit was annexed to the Gift Tax return. 
HELD: The transfers were not made in con- 
templation of death. The affidavit executed 
by the decedent, however, did not affect the 
situation, Estate of Engle v. Comm., 5 T. C. 
M., Jan. 29. 


Proceeds includible where policies trans- 
ferred in contemplation of death. Insured 
decedent at age 64, while in good health, 
transferred certain paid-up policies to a 
trust which he established in 1935. The 
trust income was payable first to decedént’s 
wife and thereafter to his daughter, with 
the corpus to be distributed to issue upon 
the death of the survivor of the wife and 
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daughter. The trustees were empowered to 
surrender the policies or borrow on them at 
any time, and to reinvest the proceeds in 
such investments as they might determine, 
but under the terms of the trust they could 
zlso be required to purchase any of the de- 
cedent’s estate property. Both the trust in- 
denture and the decedent’s last will con- 
tained the same basic provisions. Decedent 
died in 1940. HELD: In spite of the fact 
decedent enjoyed good health when he cre- 
ated the trust, considering the circum- 
stances under which it was established and 
the coordinated aspects of both the trust in- 
denture and the will, the transfer of the 
policies was made in contemplation of death, 
and, therefore, the proceeds payable there- 
under are includible in his gross taxable es- 
tate. Executors of Flick v. Comm., 5 T. C. 
M., Jan. 30. 


Gift tax credit on gifts made in two 
years to be combined. Gift taxes were paid 
in 1936 and 1937 in connection with prop- 
erty later held to be includible in the dece- 
dent’s gross taxable estate at death. Com- 
missioner determined that separate credits 
should be computed for each of the two 
years involved. HELD: The credit should 
be determined on the basis of the aggregate 
value of the gifts held to be includible in the 
gross taxable estate, limited by the total 
amount of the gift tax paid in connection 
with the transfers. Estate of Budlong v. 
Comm., 8 T. C. No. 33, Feb. 12. 


Reservation of contingent life estate. De- 
cedent created a trust in 1941, under the 
terms of which the income was to be paid to 
his sister for life. In the event the sister 
predeceased grantor, the income was to be 
paid to him. Decedent died in 1943, while 
grantor’s sister was still living. HELD: 
Judgment for taxpayer reversed. The trans- 
fer was intended to take effect in possession 
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or enjoyment at or after the death of gran- 
tor. Grantor retained a contingent life es- 
tate which was not terminable until his 
death. Tax must be imposed upon the value 
of the trust, after allowing a deduction for 
the value of the life estate of grantor’s sis- 
ter. Comm. v. Nathan, C. C. A.-8, No. 9228, 
Feb. 11. 


Life insurance trust includible because 
created in contemplation of death. Decedent 
created a life insurance trust in 1928 for the 
benefit of his daughter, retaining incidents 
of ownership in the policies. He also re- 
served the right to amend, revoke or modify 
the trust. Having become concerned about 
his financial affairs eight years later, and 
fearful that he might be induced to sur- 
render the policies at a subsequent date, he 
was advised to amend the trust, relinquish- 
ing all incidents of ownership. Decedent de- 
layed execution of this amendment for two 
years, and then only after having encoun- 
tered a serious illness. On the same day, he 
executed a will which provided for his 
daughter in a manner similar to that in the 
life insurance trust. HELD: Transfer of 
ownership incidents was made in contempla- 
tion of death. The action of the decedent in 
1939 was prompted by motives associated 
with death. The argument that the decedent 
desired to protect the trust from being de- 
pleted during his lifetime, was not convinc- 
ing in light of his two-year delay in execut- 
ing the amendment. The full amount of the 
corpus is includible in decedent’s gross tax- 
able estate. Estate of Diamond v. Comm., 
C. C. A.-2, No. 106, Feb. 7. 


Property subject. to general power exer- 
cised by deed. Under the terms of a trust 
created by decedent’s husband on February 


6, 1931, the income was to be paid to dece- . 


dent for life. She was given power of ap- 
pointment over the principal and income, to 
be exercised by written instrument other 
than a will. The power of appointment could 
be exercised from time to time provided, 
upon the new exercise, the prior power was 
duly revoked. The day after the trust was 
created, decedent’s wife exercised the pow- 
er of appointment in favor of her husband. 
Upon his death in 1932, she again exercised 
the power by directing that the property de- 
volve to her estate. She again reserved the 
right to fully exercise the power. Decedent 
having died in 1936, leaving a will dated 
December 31, 1935, a question arose as to 
whether the value of the property subject 
to the power of appointment was includible 
in her gross taxable estate. HELD: Dece- 
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dent was possessed of a general power of 
appointment which she exercised through 
the last unrevoked instrument in favor of 
her own estate. There is no basis for tax- 
payer’s contention that Section 302(f) of 
the Revenue Act of 1926, or the subsequent 
pertinent law, contemplates the “intent” of 
the donor, and not the donee of the power, 
in making reference to transfers “intended 
to take effect in possession or enjoyment at 
or after his death.” The fact that the power 
of appointment was exercised by deed and 
not by will does not alter appellant’s posi- 
tion. Decedent had full dominion over the 
property in the same manner as if she 
owned it. Entire property is includible in 
her gross estate. Executor of Henderson v. 
Rogan, C. C. A.-9, No. 11,389, Feb. 8. 


Insurance proceeds includible under group 
life policy. Decedent procured an individual 
life insurance policy under the terms of his 
employer’s group insurance contract. He was 
empowered to designate and change the 


beneficiary provided in the policy. The em- 


ployer and decedent-employee each paid a 
portion of the premiums. HELD: Proceeds 
are taxable in employee’s estate by virtue of 
Section 404(a) of the 1942 Revenue Act, 
amending Section 811(g) of the Code. That 
portion of the premiums which the decedent 
did not pay directly were paid indirectly by 
him through additional compensation out- 
lays of his employer. Furthermore, the right 
to designate and change the name of the 
beneficiary comprised a legal incident of 
ownership in the policy at the time of his 
death, which, standing alone, made the pro- 
ceeds includible. Executrix of Welliver v. 
Comm., 8 T. C. No. 18, Jan. 28. 


Where value of property affected by mere 
lapse of time, value to be fixed as of time 
of decedent’s death. Decedent’s estate in- 
cluded survivorship annuity contracts pro- 
viding for life income to him and, in the 


event of his prior death, to his widow. Upon _ 


decedent’s death, executor elected an op- 
tional valuation for contracts as of one year 
from date of death. Executor thus reported 
the value as the amount necessary to pur- 
chase similar policies on the widow’s life at 
one year from decedent’s death. HELD: 


Where the value of the interest involved is_ 


one which is affected by mere lapse of time, 
within the purview of Section 811(j) (2) of 
the Code, the value should be fixed as of the 
time of decedent’s death and not one year 
after death. Executrix of Welliver v. Comm., 
8 T. C. No. 18, Jan. 28. 


Gift Tax 


No tax entailed in exercise of special 
power of appointment respecting either in- 
come or portion of principal. Under her 
father’s will, petitioner was given a lifetime 
power to appoint any part of the corpus of a 
certain trust to any blood relative of the tes- 
tator. In 1920, donee exercised the power by 
appointing her brother to receive the income 
of the trust, reserving, however, power of 
modificetion, revocation, etc. In 1938, she 
released all powers of revocation, revoked 
all appointments theretofore made with re- 
spect to the income arising from the share, 
and appointed her brother to receive one- 
half of the capital of said share and the full 
net income of the other half for his life. 
HELD: Petitioner was not liable for any 
gift tax with respect to any of the income 
paid by the trustees to her brother for the 
period from 1920 to 1938. Nor was she liable 
for gift taxes by virtue of the principal dis- 
tribution made, or the income directions 
given in the year 1938. Walston v. Comm., 
8 T. C. No. 8, Jan. 21. 


Revenue Bureau Rulings 


Non-resident alien estate tax returns sim- 
plified. To facilitate the preparation of es- 
tate tax returns in the cases of decedents 
who at the time of their deaths were neither 
domiciled in, nor citizens of the United 
States, a simplified form 706-NA, is now 
provided. 


Distributions from exempt employees’ 
trust. The capital gains method of taxing 
“total distributions payable with respect to 
any employee ... within one taxable year” 
on account of separation from service (Sec- 
tion 165b) applies although some distribu- 
tions have been made to such employee in 
prior years. P. S. No. 59. 
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Decisions 


These digests of current decisions affecting fiduciaries were reported by the 
following attorneys, for their respective jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 
CONNECTICUT: Allan K. Smith—Day, Berry & Howard, Hartford 

DISTRICT OF COLUMBIA: Harold A. Kertz—Roberts & McInnis, Washington 

IOWA: Eugene D. Perry—Stipp, Perry, Bannister & Starzinger, Des Moines 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

NEBRASKA: Frank D. Williams—Cline, Williams & Wright, Lincoln 

NEW JERSEY: Samuel J. Foosaner, Counsellor-at-law, Newark 

NEW YORK: Joseph Trachtman—Trachtman & Hughes, New York City 
PENNSYLVANIA: E. C. Shapley Highley—Shoyer, Rosenberger, Highley & Burns, 


Philadelphia 


The complete roster of contributing legal editors appears in January and July. 





CLaims — Limitation of Action Against 
Estate Debtor 


United States Court of Appeals, District of Columbia 


Noel v. National Savings and Trust Co., 158 Fed. (2d) 
410. 


The appellants, trustees of the estate of 
Van Senden, sued the former administrator 
for failure to collect certain primissory notes 
belonging to the estate. The notes were made 
by one Baskin. On September 1, 1938, while 
appellee and others were administering the 
estate, suit against Baskin became barred by 
limitations. On December 29, 1939, appellants 
received the remaining assets of the estate 
from the appellee. On February 22, 1940, 
appellants sued Baskin. On March 7, 1940, 
Baskin pleaded the statute, whereupon the 
appellants sued the appellee for failure to 
collect the notes. From an adverse judgment 
the plaintiffs appealed. 


HELD: Affrmed. It is not necessary to de- 
cide whether appellants’ claim against appellee 
accrued on September 1, 1938, December 29, 
1939, or March 7, 1940. Since appellants did 
not file the suit against the appellee until 
March 23, 1944, the action was barred by the 
three year statute of limitations. Appellants 
contention that the statute did not start run- 
ning in appellee’s favor until it was determined 
by this Court on October 26, 1942, that statute 
had run in Baskin’s favor is without merit. 


CONSTRUCTION — 


Interpretation as to 
Date of Termination — Trustees Not 
Entitled to Instructions as to Future 
Duties — Meaning of Word “Issue” 


Massachusetts—Supreme Judicial Court 
Jackson v. Young, 1947 A.S. 245; Feb. 3, 1947. 


Petition by trustees for instructions and for 
a declaratory judgment as to various matters 
connected with the trust. The judge reported 


the case on the pleadings and agreed facts. 
X died leaving three granddaughters as his 
heirs. By his will he created a trust for their 
benefit. The income was to be paid to them and 
the issue of any who died, the latter taking by 
right of representation during the life of the 
survivor of the three grandchildren and until 
the youngest of the issue of the grandchildren, 
living at the death of such survivor, should 
reach twenty-one, at which time the principal 
should be divided among the issue of the grand- 
children then living, taking by right of repre- 
sentation. 


There was also a residuary trust, the prin- 
cipal of which, on the death of certain an- 
nuitants, was to be paid to the persons en- 
titled under the first trust, the income and 
principal to be treated as if the income and 
property were a part of the income and prin- 
cipal of the first trust. On the death of the 
survivor of the grandchildren there were over 
forty children, grandchildren, and great grand- 
children living, including three who were born 
within nine months and were included by 
agreement of all parties. The will also gave 
a power to those of the grandchildren who 
reached forty to dispose of one-half of their 
shares of the income and of the principal on 
which they were entitled to the income at the 
time of their death. One of the daughters 
exercised her power. 


HELD: (in answer to the various requests 
for instructions) First. The trust did not 
terminate on the death of the surviving grand- 
child. To hold that would require the court to 
interpret the word issue as meaning children 
only. The ordinary meaning of the word issue 
includes all lineal descendants, and the word- 
ing of the will shows that this was the testa- 
tor’s intention. 


Second. As one of the grandchildren had 
exercised her power of appointment, the in- 
come should be distributed one-fifth to her 





issue and two-fifths to the issue of each of the 
others. 


Third. For the same reasons the residuary 
trust fund, which was to be added to the 
trust under consideration, was not now dis- 
tributable. 


Fourth. Certain of the prayers related to 
future matters. One was as to when the trust 
would terminate, there being a question as 
to what would happen if the youngest of the 
issue should die under 21. Another was as to 
the apportionment of income on the death of 
any of the issue. A third was as to the validity 
of an assignment by one of the issue to his 
wife, the assignment having been executed in 
New York. These were all questions not in- 
volving present duties of the trustees, but 
future problems. The court refused to answer 
them, stating that this was essentially a peti- 
tion for instructions, and on such a petition 
it was the rule that trustees can be instructed 
only as to present duties. The essential char- 
acter of the petition was not changed by in- 
serting an alternate prayer for a declaratory 
judgment. 


Costs and attorneys’ fees were allowed in 
the discretion of the probate court. The 
trustees should obtain their compensation in 
their subsequent accounting. 


35d 


ASSETS — Administration — Executrix 
Not Liable for Interest on Legacies 
Where Time for Payment Discretionary 


New Jersey—Court of Chancery 
Doyle v. Mahon, 50 Atl. (2d) 658. 


Decedent, appointing her daughter execu- 
trix of her will, devised several parcels of 
real estate to her daughter and bequeathed 
four specific money legacies to other relatives. 
The will provided that the bequests should be 
paid out of the devised realty by the execu- 
trix “At a time when in the best judgment 
of my executrix she deems it advisable to sell 
said property or any part thereof, for the 
purpose of paying off said legacies . . .” The 
executrix, having encountered difficulty, be- 
cause of the depressed real estate market, in 
profitably disposing of the real estate for a 
period of ten years, tendered the payment of 
the legacies at that time. The legatees refused 
to accept the legacies without interest pay- 
ment thereon. One of the legatees instituted 
action to remove the executrix and compel the 
payment of the interest theretofore demanded. 


HELD: Where decedent directed that be- 
quests be paid when “In the best judgment of 
my executrix she deems it advisable,” and 
it is clear that executrix properly exercised 
such judgment, in light of the economic condi- 
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tions and circumstances, she will not be held 
accountable for interest upon such bequests. 


CHARITABLE TRUSTS — Bequest to Charit- 
able Foundation Incorporated as Non- 
Pecuniary Corporation Held Valid 


New Jersey—Court of Chancery 
Mills v. Montclair Trust Co., 49 Atl. (2d) 889. 


During his lifetime testator incorporated 
a nonpecuniary corporation known as Davella 
Mills Foundation. The certificate of incorpora- 
tion sets forth: “That said corporation shall 
be organized and operated exclusively for re- 
ligious, charitable, scientific, or educational 
purposes.” Testator made a substantial gift 
inter vivos, and thereafter bequeathed his 
residuary estate, totaling in excess of 
$6,000,000, to the Foundation. Complainants, 
relatives of the testator not mentioned as 
beneficiaries under his will, challenged the gift 
and the bequest. They also alleged improper 
administration of the Foundation funds by 
the trustees and a violation of the rule against 
perpetuities to the end that the charitable gift 
and bequest would fail and this property 
would devolve to them. Complainants delayed 
seeking relief until ten years after the gift 
inter vivos and two years after testator’s 
death. 


HELD: The vehicle employed for the in- 
corporation of the Foundation statutorily em- 
braces the activities expressed in the certifi- 
cate. The inter vivos gift and the expressions 
of intendment under the will respecting the 
ultimate object of the Foundation’s bounty 
are clearly charitable. Such gifts to benevolent 
uses constitute, within the contemplation of 
the law, exceptions to the rule against per- 
petuities. Complainants, having appeared by 
counsel and failed to challenge either the gift 
or bequest, are bound by the decree in the 
accounting proceedings. Where there is a valid 
charitable gift or trust, forfeiture or reverter 
will not result, notwithstanding the occur- 
rence of improper administration. 
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CHARITABLE TRUSTS — Charitable Corpo- 
rations Cannot Create Independent 
Charitable Trusts and Delegate Their 
Authority to Them 


Massachusetts—Supreme Judicial Court 


Mass. Charitable Mechanic Ass’n v. Beede, 1947 A.S. 
67; Jan. 7. 


The Association was formed in 1805 for the 
purpose of helping young mechanics, etc. Prior 
to 1886 it erected the Mechanics Building. In 
1886 the Association voted to establish a char- 
ity fund, with three trustees, the income only 
to be used for charity, and into the fund was 
placed all money that came in, including large 
profits from the building over many years. 
For several years recently, however, the build- 
ing had operated at a loss and over $100,000 
was owed in taxes. The proceedings here were 
a petition in the Superior Court (the Probate 
Court having been held not to have jurisdic- 
tion) to compel the trustees of the charitable 
fund to turn over enough money to pay the 
taxes. The trustees refused. 


HELD: The question here related to a 
charitable corporation rather than a char- 
itable trust created by deed or will. The 
corporation holds its funds on the trusts of 
its charter. The attempt of the association, in 
the absence of legislative authority, to divest 
itself of a large part of its assets by creating 
a charitable trust, with individuals as trustees, 
was beyond its powers. Trustees of a charity 
cannot delegate their powers and duties to 
others, much less substitute new trustees for 
themselves. If the trustees here were not 
mere officers and agents of the corporation and 
subject to its control they have no right to 
hold the fund and should restore it to the 
corporation. On the assumption of regularity 
of corporate proceedings it must be held that 
the corporation did not intend to set up the 
trustees as an independent body but that they 
are officers of the corporation and subject 
to its orders. 


DISTRIBUTION — Veterans Administration 
or United States Government as Qual- 
ified Legatee 


California—District Court of Appeal 
Estate of Hendrix, 77 A.C.A. 719 (Jan. 16, 1947). 


Testatrix bequeathed residue of her estate 
to United States Veterans Administration and 
Burnell Institute, the latter a non-profit 
corporation. Decree of distribution distributed 
half the residue to United States Treasury 
for credit to “General Post Fund National 
Homes, Veterans’ Administration.” On appeal 
by Burnell Institute, 


HELD: Bequest to United States Veterans’ 
Administration is in contemplation of law a 
bequest to United States of America and 
United States is a corporation authorized to 





take by will under Sec. 27 of the Probate 
Code, which permits testamentary dispositions 
to be made “to the state, to counties, to munici- 
pal corporations,” etc. The final clause of 
Section 27, excluding corporations “unless 
expressly authorized by statute,” from being 
beneficiaries under wills, is held to refer to 
private corporations. Question of whether 
United States is a “state” within the meaning 
of Section 27 is mentioned but not decided. 


LIFE TENANT AND REMAINDERMAN — In- 
vasion of Corpus for Benefit of Income 
Beneficiaries 


California—-District Court of Appeal 
Estate of Van Deusen, 77 A.C.A. 495 (Dec. 30, 1946). 


Mrs. Van Deusen’s will left residue of her 
estate in trust to pay income to her two daugh- 
ters, remainder after the death of daughters 
to her lineal descendants. Will was made in 
1932. Mrs. Van Deusen died in 1944. In 1946, 
residuary estate having been distributed to 
Bank of America by decrees of ratable and 
final distribution in February and September 
of 1945, daughters obtained an order permit- 
ting payment of $200 per month to each of 
them out of principal on the basis of a show- 
ing of necessity and admission of oral evidence 
showing in a vague way that Mrs. Van Deusen 
expected the estate would yield that amount 
of income and that she desired the daughters 
to be taken care of. 


HELD: Order affirmed. In view of alleged 
changed circumstances, corpus might be in- 
vaded for benefit of the income beneficiaries. 
Order was granted on a petition for instruc- 
tions under Section 1120 of the Probate Code, 
which petition was in fact actually filed prior 
to distribution of estate to the trustee. 


NOTE: The decision seems to the present 
writer plainly erroneous on several grounds, 
which will not be stated here because of the 
pendency of an application for a hearing of 
the cause in the Supreme Court of California. 


PowERS — Appointment — Exercise by 
Creation of Trust Held Invalid 


Connecticut—Supreme Court of Errors 


Union and New Haven Trust Co. v. Taylor, 133 Conn. 
221. 


A testator created a trust for the benefit of 
his son and directed that at the death of his 
son “the principal of the trust fund shall be 
paid over and delivered to the heirs of his 
son in such amounts and in such manner as the 
son shall by his last will appoint.” In default 
of the exercise of the power of appointment, 
the trustee was directed to pay over the prin- 
cipal of the trust fund to the heirs at law of 
the son, free of trust. 


The son attempted to exercise the power by 
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directing that the principal of the trust fund 
be held in trust by the trustee under the son’s 
will, the net income to be payable to his chil- 
dren during their lifetimes, with a power in 
his children to direct the payment of the prin- 
cipal to such beneficiary as each child might 
appoint in his will. The children of the son 
contended that the attempted exercise of the 
power was void. 

HELD: 1. The intention of the creator of the 
power was that the principal should be paid 
over to the children of the son, free of trust. 

2. To permit the payment of the principal 
to “such beneficiaries” as the child might desig- 
nate by will could result in the principal of the 
fund passing to persons outside the classes 
which the creator of the power had in mind. 

3. The words “in such manner” did not 
support the claim that these words are suffi- 
cient to authorize the creation of a trust of the 
principal. 


PowErRs — Limitations — Revocation of 
Trust — Non-joinder of Spouse in Trust 
Instrument 


Pennsylvania—Supreme Court 
Haines Trust, 356 Pa. 10, 50 A. (2d) 692. 


Settlor’s father left his estate in trust for 
his widow for life, with remainder in fee to 
his children, one of whom was settlor. The 
estate consisted of real and personal property. 
Thereafter, settlor, by inter vivos deed without 
the joinder of her incompetent husband, ir- 
revocably transferred to trustees her re- 
mainder interest in her father’s estate, to be 
held in trust for settlor for life, with remain- 
der to her children and others. Her husband 
died in 1943 and her mother died in 1944. After 
the mother’s death, trustees of the father’s 
estate accounted in the Orphans’ Court, and 
settlor acquiesced in the distribution by the 
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Orphans’ Court to her trustees of her remain- 
der interest in the personalty and proceeds of 
real estate, some of which had been sold sub- 
sequent to the date of Deed of Trust. There 
was no decree affecting the unsold real estate, 
since that passed in kind by virtue of her 
father’s will and was not subject to distri- 
bution by the Orphans’ Court. In 1945, settlor 
petitioned the Court of Common Pleas to ter- 
minate her trust. The court dismissed the 
petition, because the transfer to the trustees 
without the joinder of her husband was merely 
voidable, and by acquiescing in the distribution 
of her father’s estate by the Orphans’ Court 
to the trustees after the death of her husband, 
she ratified the original transfer. 


HELD: Reversed as to the unsold real estate 
at the time of the distribution by the Orphans’ 
Court. Settlor’s acquiescence in the distribu- 
tion to her trustees ratified her original trans- 
fer with respect to what was distributed by 
the Orphans’ Court, namely, the personalty 
and proceeds of real estate sold by the father’s 
trustees, but her conduct in no way estopped 
her from disaffirming her Deed of Trust, so 
far as it purported to convey her interest in 
her father’s unsold realty. The Orphans’ Court 
was concerned with the distribution under 
the father’s will, and not with the validity 
of settlor’s Deed of Trust, so that no question 
of res judicata could arise. 


SUCCESSOR FiIpuCIARY — Discretion in Fill- 


ing Vacancy among Trustees 


Pennsylvania—Supreme Court 
Zerbey Estate, 356 Pa. 3; 50 A. (2d) 681. 


Will appointed four trustees and provided 
that vacancies were to be filled by the Pres- 
ident Judge of the Orphans’ Court of Schuyl- 
kill County upon petition of the surviving 
trustees. Two trustees died and the survivors 
petitioned for the appointment of the oldest 
life tenant and the editor of the newspaper 
published by the estate. Other parties in inter- 
est filed petitions and nominations. The oldest 
life tenant, who was nominated by several 
parties, and the editor, who was nominated by 
the trustees only, were appointed. Another 
life tenant, whose former husband was a sur- 
viving trustee and who had nominated herself 
and the President Judge of the Court of 
Common Pleas of Schuylkill County, excepted 
to the appointments on the ground that there 
was an abuse of discretion in refusing to 
appoint her nominees and an error of law in 
the appointment of the editor of the paper. 


HELD: Appointments affirmed. The refusal 
to appoint exceptant and her other nominee, 
the Judge of the Common Pleas Court, was 
not an abuse of discretion, because of the 
possibility of disharmony between exceptant 
and her former husband as trustees, and of 
the further possibility of embarrassment to 
the Orphans’ Court in dealing with a colleague 
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as a trustee, and to the Common Pleas Court 
in passing upon litigation in which the estate 
might be involved through the newspaper. 
The authority given by the will to the trustees 
to petition to fill vacancies included the author- 
ity to recommend appointees and the method 
set out in the will superseded the statutory 
method of appointment, which precludes peti- 
tions by trustees. Therefore, the appointment 
by the President Judge of the editor recom- 
mended by the trustees, after notice to all 
parties in interest, was not an error of law. 


TAXATION — Estate & Inheritance — Ap- 
portionment — Liability of Life Insur- 
ance Company 


New York—Surrogate’s Court, New York County 
Estate of Bernard Zahn, N.Y.L.J., Dec. 14, 1946. 


Decedent’s divorced wife, as the beneficiary 
of a policy of insurance on his life, received 
the entire proceeds of the policy after a de- 
termination that the insurance proceeds were 
not includible in the gross estate. Thereafter 
on the basis of Helvering v. Hallock, the in- 
surance proceeds were included in the gross 
estate for Federal estate tax and the executors 
paid additional Federal estate tax in respect 
thereof. In the meanwhile the beneficiary of 
the insurance died destitute so that it was 
impossible to collect from her estate the rat- 
able portion of the estate tax in accordance 
with Section 124 of the Decedent Estate Law. 
The executors then sought to recover the 
additional Federal estate tax from the insur- 
ance company. The insurance company denied 
liability on the grounds that it had given 
notice to the New York State Tax Commission 
prior to payment; that it no longer had 
possession of any of the policy proceeds and 
so could not be held accountable; and that 
payment by it of the proceeds was the dis- 
charge of a contract obligation merely and 
prior to payment it had no earmarked fund 
attributable to any insurance policy. 


HELD: The insurance company is liable 
for the tax on the basis of Matter of Scott, 
158 Mise. 481, aff’d 249 App. Div. 542, aff’d 
274 N. Y. 538, certiorari denied sub. nom. 
Northwestern Mutual Life Ins. Co. v. Central 
Hanover Bank & Trust Co., 302 U. S. 721. 
The insurance contract is apportioned at the 
instant of death between the beneficiary and 
the sovereign, and the beneficiary is entitled 
only to the balance of the proceeds remaining 
after the deduction of the amount of the tax. 
The deducted portion of the contract right or 
fund is the property of the United States and 
does not cease to be such by payment by the 
insurance company of an equivalent sum to 
the beneficiary in addition to the beneficiary’s 
share. Like any other taxpayer, the insurance 
company was bound to reserve enough to meet 
the tax until the sovereign was completely 
foreclosed of any opportunity to impose the 





tax. The executors by paying the tax were 
subrogated to the sovereign’s claim against 
the insurer and are entitled to enforce it 
accordingly. The good faith of the insurer is no 
defense; nor, since this is a Federal estate 
tax, is it material that payment to the bene- 
ficiary was not made until after notice thereof 
was given the New York State Tax Commission. 

NOTE: The Surrogate declared that Matter 
of Sullivan, 185 Mise. 21, “seems to the court 
to have ignored the principles established in 
Matter of Scott.” 


TAXATION — Estate & Inheritance — Re- 
troactive Apportionment Statute Consti- 
tutional 


New York—Supreme Court, Special Term V, N. Y. Co. 


Central Hanover Bank & Trust Co. v. Peabody, 
N.Y.L.J., Jan. 22, 1947. 


Peabody, a resident of Connecticut, died on 
January 6, 1945, leaving a will which was 
probated in Connecticut. In view of a power 
in Peabody as grantor to change the bene- 
ficiaries of a trust fund, established by him 
during his lifetime with a New York trustee 
it is expected that the principal will be taxed 
in his estate. 

Connecticut enacted on July 18, 1945, a 
statute which provides for the apportionment 
of the federal estate tax and Connecticut death 
taxes with respect to the estates of Connecticut 
decedents dying on and after July 18, 1944, 
except where the will contains a contrary 
direction. 


Neither the will nor the trust indenture 
contains any express direction which would 
exempt the trust fund from bearing its share 
of the tax, but the will exempts certain be- 
quests from taxes. This action was instituted 
by the trustee for instructions. 


HELD: Request for instructions is not prema- 
ture, despite the fact that the taxes have not 
yet been determined. The presence of the 
trustee and trust res in New York provides a 
basis for in rem jurisdiction of this court. 

Notwithstanding it was enacted after the 
decedent’s death, the Connecticut statute is 
constitutional as it applies to the instant case, 
and therefore the trust fund must bear its 
pro-rata share of such tax as may ultimately 
be determined. The expressed application of 
the statute to decedents dying within a year 
prior to the enactment of the statute is not 
unreasonable. 

Any interest payable by the trustee on the 
share of the federal estate tax allocable to the 
trust fund should be chargeable against the 
income of the trust fund but only to the 
extent of the income derived from the amount 
of such tax, payable out of the trust fund, 
which is earned from and after the due date of 
the tax (15 months from the death of the de- 
cedent). 
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WILLs — Probate — Conditional Revoca- 
tion 
Massachusetts—Supreme Judicial Court 
Schneider v. Phillips, 1947 A.S. 213; Jan. 31, 1947. 


X by her will bequeathed her estate in three 
parts;—(1) one third (%) to A, (2) one third 
(%) to B, and (3) one third (%) to C. 
There was no residuary clause, but there was 
a clause to the effect that she was intentionally 
omitting her other sisters and brothers, of 
whom there were many. She attempted to cut 
out C and increase the other bequests to one- 
half each. To this end she crossed out by 
pencil (3) entirely, and in clauses (1) and 
(2) she crossed out the figures % and inserted 
the figures %, but did not touch the words 
“one-third.” 


HELD: While a will can be revoked in part 
by cancelling one clause if the necessary in- 
tent exists, in this case the intent to revoke 
clause (3) was dependent on the substitution 
which she ineffectually attempted to make in 
clauses (1) and (2). Accordingly, while the 
doctrine of conditional revocation, “frequent- 
ly, but less aptly, called dependent relative 
revocation,” should be applied with caution, 
this seems to be a proper case for it. The can- 
cellation of (3) was inextricably linked with 
the substitutions in (1) and (2) and was not 
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intended to be effective unless those substitu- 
tions could take effect. As they could not, for 
want of proper attestation, the will should be 
allowed in its original form. 


WILLs — Probate — Illicit Relationship 
Does Not Raise Presumption of Undue 
Influence 


Iowa—Supreme Court 
In re Glider v. Melinski, 25 N.W.-(2d) 379. 


Testator married Katie Boroski about forty 
years prior to his death, but maintained an 
illicit relationship with one Katherine Melin- 
ski throughout substantially all of his married 
life. In 1937, his first wife left him and died 
two years later. On October 9, 1943, testator 
executed the disputed will, leaving $1.00 to 
each of his six children by Katie Boroski and 
leaving the balance of his estate to Katherine 
Melinski. On January 14, 1944, testator mar- 
ried Katherine Melinski and he died five days 
later. Testator spent many nights in the home 
of Katherine Melinski, occupying the same 
bedroom, although his own children were 
rooming in the same apartment. Katherine 
Melinski had played a large part in rearing 
testator’s six children. 

Trial court directed a verdict for propon- 
ents of the will, which was contested by the 
six children on the ground of undue influence 
on the part of Katherine Melinski. 

HELD: The rule that illicit relationship 
between grantor and grantee of an inter vivos 
conveyance places the burden of negativing 
undue influence upon the grantee does not 
apply to testamentary gifts. The fact that 
testator was actuated by base motives does 
not affect the validity of the will. 


WILLs — Probate — Undue Influence on 
Testator 


Nebraska—Supreme Court 
In re Johnston’s Estate, 25 N.W. (2d) 526. 


Testatrix died at the age of 87. When she 
was 81, she made a will, giving to her daugh- 
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trust income regulations (page 233, Feb. 
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ter the property which she received from her 
husband; to her sister, the property she re- 
ceived from her father; and the residue to 
her brother-in-law, who had managed her 
property for many years. Contest was insti- 
tuted by the daughter on the grounds of mental 
incapacity and undue influence. Judgment 
under a directed verdict sustaining the will. 


HELD: Affirmed. Conceding the opportun- 
ity to exercise undue influence, there was no 
evidence of a disposition to exercise it, and 
no evidence to show that it was exercised. 
“The law does not require that a testator 
recognize his relatives nor does it put any 
obstacle in the way of the aged or infirm in 
making disposition of their property by will; 
provided, only, that their mentality conforms 
to the accepted tests at the time of the execu- 
tion of such testamentary instrument. 


“The burden of proof to establish undue 
influence is on the party so alleging. In making 
his proof a contestant is not limited to the 
bare facts that he may be able to adduce, 
but he is entitled to the benefit of all infer- 
ences which may be legitimately derived from 
established facts. Undue influence, in order 
to invalidate a will, must be of such character 
as to destroy the free agency of the testator 
and substitute another person’s will for his 
own. 


“The elements necessary to be established 
to warrant the rejection of a will on the 
ground of undue influence are: (1) That the 
testator was subject to such influence; (2) 
that the opportunity to exercise it existed; 
(3) that there was a disposition to exercise 
it; (4) that the result appears to be the effect 
of such influence.” 
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